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ABSTRACT 
I. INTRODUCTION 
Retained earnings refer to that part of corporate's net profit after tax which is not 
distributed to the shareholders as dividend but is reinvested in the business. Retained 
earnings is a technique of financial management under which all profit after tax is not 
distributed amongst the shareholders as dividend but a part of profits is retained or 
reinvested in the company. Retained earnings are an important source of internal or self 
financing by a company. Retention of earnings by companies reduces their dependence 
on funds from external sources in order to finance their regular business needs. 
The importance of retained earnings has been highlighted by a number of 
studies done on the subject of retained earnings, a brief view of some studies is presented 
h e r e . ••..., 
Karak (1993) viewed retained earnings were important internal source for company's to 
finance their expansion programmes as far as possible with the retained earnings. 
Athey and l.aumas (1994) found that internal funds in the form of retained earnings are 
important for large firms and firms that produced luxury goods. 
Salvary (2007) favoured corporate earnings retention by means of dividend policy 
provided companies with an important means for mitigating risk. 
Kamat (2008) found retained earnings to be an important internal source of financing by 
companies. 
Bhayani (2009) favoured the retention of earnings by companies as earnings retained 
were better source of finance which were diverted to profitable investment opportunities 
earning a higher return thus increasing the value of the companies. 
!l is the ratio liial. measures the amount of earnings retained after dividends have been 
paid out to the shareholders. The prime idea behind earnings retention ratio is that the 
more the company retains the faster it has chances of growing as a business. This is also 
known as retention rate or retention ratio. 
Two schools of thoughts are available in financial literature regarding this aspect. One 
favours retained earnings and other against it. The school of thought, which favours 
retained earnings, tirgues that it acts as cushion to absorb the shocks of business 
vicissitudes. The school of thought that is against retaining profits advocates that it 
invites dangers, such as the company grow into a monopoly, be over capitalized, creates 
dissatisfaction among shareholders, martcet price of share may also be manipulated, or the 
directors may also misuse the funds. 
The appropriation of earnings between dividends and retention affects both the expected 
future earnings of the concern and the discount rate to be applied and hence, the present 
value of the share. That is why investors give different weights to earnings that are 
distributed in the form of dividends and to earnings that are retained for reinvestment. To 
explain the behavior of share prices, two different theories have been offered in the 
literature known as the dividend theory and the retained earnings theory. 
The advocates of this theory recognize dividends as being more fundamental in regard to 
the determination of share price than retained earnings. They contend that an increased 
amount of retained earnings has much less weight in the valuation of shares than the 
dividend paid today. 
The retained earnings theory supporters assert the validity of the proposition that higher 
share prices are a consequence of higher retained earnings especially in the long run. The 
effect of retained earnings on share prices is a result of the profitability of corporate 
investment opportunities. 
Dividend, Dividend Decision, Dividend Policy and Retained Earnings 
Retained earnings decision is itself not a complete decision, it is taken on the basis of 
dividend, dividend decision and dividend policy of company's, and therefore, it is 
important to have understanding of the concept of dividend, dividend decision and 
dividend f)olic\. 
Dividends are payments made by a company to its shareholders. It is a portion of 
corporate profits paid out to the stockholders or shareholders. 
Dividend decision involve deciding how much dividend should be paid (payout ratio) and 
in what terms it should be paid. 
Dividend policy is the trade - off between retaining earning and paying out cash or 
issuing new shares to shareholders. 
On the relationship between dividend policy and the value of firm, different theories have 
been advanced which takes into account the role of retained earnings in relation with 
dividend decision or dividend policy. These theories can be grouped into two categories: 
(a) theories which consider dividend decision to be irrelevant and (b) theories which 
consider dividend decision to be an active variable influencing the value of the firm. 
The Theory of Irrelevance 
According to this theory, dividend decision has no effect on the wealth of the 
shareholders or the prices, and hence, it is irrelevant so far as the valuation of the firm is 
concerned. 
The Theory of Relevance 
The other school of thought on dividend decision holds that the dividend decisions 
considerably affect the value of the firm. 
11. LITERATURE REVIEW 
The reviev/ of literature in the present study is classified into review related to retained 
earnings and its related aspects and secondly reviews of studies focusing on dividend and 
its related aspects. The main aim of literature review is to identify the research gap of the 
study. The research gap mainly identified that most of the earlier research work focused 
more on dividend and its related aspects as far as studies on retained earnings though 
focused on retained earnings, its importance, Impact etc but no studies tried to study the 
important financial variables that affects the retained earnings in context of India. 
III. RESEARCH METHODOLOGY 
Scope of the Study 
The stud) aims to identify the determinants of retained earnings in profitable companies 
of five identified sectors in India for a time period of sixteen years i.e. 1995-96 - 2010-
11 .The sectors chosen for the study are pharmaceutical sector, steel sector, cement sector, 
petroleum sector and textile sector. 
Objectives of the Study 
The study is undertaken to meet the following objectives: 
1. To identify the determinants of retained earnings in profitable companies of different 
selected sectors and to determine the determinants for overall sectors on overall basis. 
2. To study the differences among the determinants of retained earnings in different 
selected sectors. 
3. To study the importance of retained earnings as a source of finance for companies. 
4. To study the impact of retained earnings on dividend policy of companies. 
Sample Selection and the Period of Study 
The sample size of study consists of 123 profitable companies for selected five sectors. 
The period of study ranges from 1995-96 to 2010-11, i.e. a period of 16 years. The 
technique of selecting the sample of companies for five sectors is systematic random 
sampling. The number of sample companies in each sector is given below. 
Table 3.5.1. List of Sample Companies in Selected Sectors 
Sr. No. 
1-
2-
3-
4-
' • 
Sector 
Pharmaceutical 
Steel 
(.."ement 
Petroleum 
Textile 
Total 
No. of Companies 
24 
27 
24 
24 
24 
123 
Technique of Data Analysis 
The data collected relating to the sample companies for five sectors is analyzed using the 
statistical technique of multiple linear regression using SPSS version 19 (Statistical 
Package of Social Sciences). The significance of the coefficient of various explanatory 
variables is tested at 99% and 95% level of significance by computing beta (p) and t 
values. 
Variables of the Study 
• Profit after Tax (PAT): Profit after Tax has been considered as an independent 
variable. This is because of the theoretical logic that retained earnings and profit after 
tax are positively correlated. 
• Dividend Paid (DP): The amount of dividend paid by companies to its shareholders 
also affects the retained earnings decision of companies. Therefore, dividend paid has 
been considered as independent variable for the present study. 
• Reserves (RES): Reserves of the organization also have an effect on the retention 
policy. Thus, it has been considered as an independent variable. 
• Current Ratio (CR): Current Ratio is the ratio of current assets to current liability. It 
indicates how much a company is liquid to pay its current liabilities. Therefore, it has 
been considered as a proxy of liquidity and an independent variable. 
• Debt Equity Ratio (DER): Debt is considered to be a cheap source of finance as tax 
liability goes down with the payment of interest. In order to take full advantage of tax 
shield, the equity base needs to be strengthened by retaining the profits. As such, debt 
equity ratio has been considered as an independent variable. 
• Investment (INVS): Investments by companies also affect the retained earnings 
decision of companies. As such, it has been considered as an independent variable. 
» Inventory (INV): Inventory represents stock of finished goods, semi finished goods, 
raw materials, etc and companies with higher level of inventories in the current year 
are likely to retain more, Smith (1963). As such, it is also considered to be an 
independent variable for the study. 
> Depreciation (DEP): The higher the amount of depreciation, the lower is likely to be 
the retained earnings. Thus, it has been also considered to be an independent variable. 
• Cash Flows (CF): Cash Flow variable is derived from earnings available for common 
shareholders plus depreciation expense of the current year. Therefore, it has been 
considered as an independent variable. 
• Corporate Tax (CT): Corporate Tax being a charge on profit and loss account, it is 
considered that the more outflow on account of it will result in less retained earnings. 
Thus, it has been considered as an independent variable. 
• Interest (INT): interest also being a charge on profit and loss account, it Is considered 
that more outflow of it, will result in less retained earnings, Mittal (1992). As such, it 
is considered us an independent variable however this variable was removed from the 
analysis for ah the five sectors companies due to the problem of multi collinearity. 
Thus, the general model that has been considered for determination of relative role 
of each independent variable is: 
RE = PAT + DP RF + CR + DER + INVS + INV + DEP + CF + CT 
Formation and Testing of Hypotheses 
As the first objective of the study is to identify the determinants of retained earnings for 
selected sectors companies and to identify the determinants for overall sectors companies 
on overall basis which is the most important objective of the study, as such a total of fifty 
three (53) hypotheses have been framed and tested firstly for overall sectors companies 
on overall basis and then for each sector separately. 
In order to identify the determinants of retained earnings, the hypotheses have been 
framed on the basis of impact of independent variables on dependent variable i.e. retained 
earnings. The second objective of the study which aimed at studying the differences 
among determinants of retained earnings in different sectors is answered along with the 
first objective explaining the difference among the selected determinants or variables. 
The third and fourth objectives of the study have been fulfilled on the basis of review of 
literature of earlier previous studies carried out in present research study. 
Formation and Testing of Hypotheses for Overall Sectors Companies 
The hypotheses are developed for overall sectors companies on overall basis. In all 10 
hypotheses are developed for overall sectors on overall basis. Some of the hypotheses for 
overall sectors companies are mentioned below. 
HO 1: There is no significant impact of profit aftertax (PAT) on retained earnings (RE). 
HA 1: There is a significant impact of profit after tax (PAT) on retained earnings (RE). 
H02: There is no significant impact of dividend paid (DP) on retained earnings (RE). 
HA 2: There is a significant impact of dividend paid (DP) on retained earnings (RE). 
HO 3: There is no significant impact of reserves (RES) on retained earnings (RE). 
HA 3: There is a significant impact of reserves (RES) on retained earnings (RE). 
Formation and Testing of Hypotheses for Pharmaceutical Sector 
Companies 
The hypotheses are developed for pharmaceutical sector companies. In all 8 hypotheses 
are developed for pharmaceutical sector. Some of the hypotheses for pharmaceutical 
sector companies are mentioned below. 
HO 1(PH): There is no significant impact of profit after tax (PAT) on retained earnings 
(RE) of pharmaceutical sector companies. 
HA 1(PH): There is a significant impact of profit after tax (PAT) on retained earnings 
(RE) of pharmaceutical sector companies 
HO 2(PH): There is no significant impact of dividend paid (DP) on retained earnings 
(RE) of pharmaceutical sector companies. 
HA 2(PH): There is a significant impact of dividend paid (DP) on retained earnings (RE) 
of pharmaceutical sector companies. 
HO 3(PH): There is no significant impact of reserves (RES) on retained earnings (RE) of 
pharmaceutical sector companies. 
HA 3(PH): There is a significant impact of reserves (RES) on retained earnings (RE) of 
Formation and Testing of Hypotheses for Steel Sector Companies 
The hypotheses are developed for Steel sector companies. In all 10 hypotheses are 
developed for steel sector. Some of the hypotheses for steel sector companies are 
mentioned below. 
HO 1(S): There is no significant impact of profit after tax (PAT) on retained earnings 
(RE) of steel sector companies. 
HA 1(S): There is a significant impact of profit after tax (PAT) retained earnings (RE) of 
steel sector companies. 
HO 2(S): There is no significant impact of dividend paid (DP) on retained earnings (RE) 
of steel sector companies. 
HA 2(S): There is a significant impact of dividend paid (DP) on retained earnings (RE) 
of steel sector companies. 
HO 3(S): There is no significant impact of reserves (RES) on retained earnings of steel 
sector companies. 
HA 3(S): There is a significant impact of reserves (RES) on retained earnings of steel 
sector companies. 
Formation! and Testing of Hypotheses for Cement Sector Companies 
The hypotheses are developed for cement sector companies. In all 8 hypotheses are 
developed for cement sector. Some of the hypotheses for cement sector companies are 
mentioned below. 
HO 1(C): There is no significant impact of profit after tax (PAT) on retained earnings 
(RE) of cement sector companies. 
HA 1(C): There is a significant impact of profit after tax (PAT) on retained earnings 
(RE) of cement sector companies. 
HO 2(C): There is no significant impact of dividend paid (DP) on retained earnings (RE) 
of cement sector companies. 
HA 2(C): There is a significant impact of dividend paid (DP) on retained earnings (RE) 
of cement sector companies. 
HO 3(C): There is no significant impact of reserves (RES) on retained earnings (RE) of 
cement sector companies. 
HA 3(C): There is a significant impact of reserves (RES) on retained earnings (RE) of 
cement sector companies. 
Formation and Testing of Hypotheses for Petroleum Sector Companies 
The hypotheses are developed for petroleum sector companies. In all 10 hypotheses are 
developed for petroleum sector. Some of the hypotheses for petroleum sector companies 
are mentioned below. 
HO 1(P): There is no significant impact of profit after tax (PAT) on retained earnings 
(RE) of petroleum sector companies. 
HA 1(P): There is a significant impact of profit after tax (PAT) on retained earnings (RE) 
of petroleum sector companies. 
HO 2(P): There is no significant impact of dividend paid (DP) on retained earnings (RE) 
of petroleum sector companies. 
HA 2(P): There is a significant impact of dividend paid (DP) on retained earnings (RE) 
of petroleum sL>ctor companies. 
HO 3(P): There is no significant impact of reserves (RES) on retained earnings (RE) of 
petroleum sector companies. 
HA 3(P): There is a significant impact of reserves (RES) on retained earnings (RE) of 
petroleum sector companies. 
Formation and Testing of Hypotheses for Textile Sector Companies 
The hypotheses are developed for textile sector companies. In all 7 hypotheses are 
developed for textile sector. Some of the hypotheses for textile sector companies are 
mentioned below. 
HO 1(T): There is no significant impact of profit after tax (PAT) on retained earnings 
(RE) of textile sector companies. 
HA 1(T): There is a significant impact of profit after tax (PAT) on retained earnings 
(RE) of textile sector companies. 
HO 2(T): There is no significant impact of dividend paid (DP) on retained earnings (RE) 
of textile sector companies. 
HA 2(1): There is a significant impact of dividend paid (DP) on retained earnings (RE) 
of textile sector companies. 
HO 3(T): There is no significant impact of reserves (RES) on retained earnings (RE) of 
textile sector companies. 
HA 3(T): There is a significant impact of reserves (RES) on retained earnings (RE) of 
textile sector companies. 
Limitations of the Study 
Though the present study has tried to identify or determine the determinants of retained 
earnings in profitable companies of five selected sectors in India however this study like 
other studies also suffers from certain limitations which can be summarized as follows: 
1) The study has covered almost all the variables which are determinants of retained 
earnings and have impact on the retained earnings of companies of different sectors under 
study however there can be some other variables which could have been determinants 
and can have impact on the retained earnings but they have not been selected due the 
unavailability of data regarding them. 
2) The study identified determinants of retained earnings and their impact on retained 
earnings for a period of fifteen years for overall sectors and for each sector separately but 
the study didn't identify the determinants and their impact on retained earnings for each 
year separately foi overall sectors and for each sector separately. 
3) Sector wise five sectors have been covered only as the required data was available for 
them in the CMIE Prowess database for a period of fifteen years but study doesn't cover 
other sectors that could have broaden the study base due to unavailability of complete 
data required for them. 
4) Number of companies in selected five sectors could have been more but as complete 
financial data required for them was not available for entire period of study as a result 
they were dropped during data collection stage. 
IV. Conclusions and Suggestions 
The present studv was undertaken with the main objective of determining or identifying 
the significant financial variables which are determinants of retained earnings and which 
have impact on the retained earnings of selected sector companies under study. The 
objective is to study the differences among the determinants of retained earnings is 
explained with the main objective and the other objectives have been explained on the 
basis of review of literature. The following conclusions of the study are presented for 
variables understudy by comparing results of regression test for overall sectors, 
pharmaceutical sector, steel sector, cement sector, petroleum sector and textile sector 
companies. 
Conclusion for Profit after Tax (PAT): Variable PAT can be concluded as an important 
determinant of retained earnings that has a positive impact on the retained earnings of 
selected sectors under study. The impact of PAT for overall sectors and for each sector 
separately is statistically significant. 
Conclusion for Dividend Paid (DP): Variable DP can be concluded as an important 
determinant of retained earnings that has a negative impact on the retained earnings of 
selected sectors under study. Statistically the variable impact is found to be significant for 
overall sectors and for each sector separately. 
Conclusion for Reserves (RES): Variable RES can be concluded as an important 
determinant of retained earnings that has a neutral impact for overall sectors and 
statistically not significant and variable RES has a positive impact on the retained 
earnings of petroleum sector and textile sector but on statistical examination the impact is 
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statistically signillcant for textile sector only. For pharmaceutical sector the Impact is 
negative and statistically significant. In case of steel sector and cement sector the impact 
is neutral and statistically not significant. 
Conclusion for Current Ratio (CR): Variable CR can be concluded as an important 
determinant of retained earnings that has a positive and statistically significant impact on 
the retained earnings of overall sectors, pharmaceutical sector, steel sector, and for 
petroleum sector but in case of cement sector though the impact is positive but on 
statistical ground the impact is not statistically significant and for textile sector the impact 
is neutral but statistically not significant. 
Conclusion for Debt Equity Ratio (DER): Variable DER can be concluded as an 
important determinant of retained earnings that has a neutral impact on retained earnings 
of overall sectors, steel sector and petroleum sector and for these sectors statistically the 
impact is not significant. The DER has a positive impact on retained earnings of 
pharmaceutical and cement sector and statistically the impact is significant. The study 
shows a negative impact of DER on retained earnings for textile sector and statistically 
the impact is not significant. 
Conclusion for Investment (INVS): Variable INVS can be concluded as an important 
determinant of retained earnings that has a positive impact on the retained earnings of 
pharmaceutical and textile sector but statistically the impact is not significant. For overall 
sectors, cement sector, petroleum sector, the impact is negative but on statistical 
examination it has been statistically significant for overall sectors and significant for 
cement sector only. Variable INVS showed a neutral impact on retained earnings for steel 
sector and statistically the impact is not significant. 
Conclusion for Inventory (INV): Variable INVN can be concluded as an important 
determinant of retained earnings that has positive impact on the retained earnings of 
pharmaceutical sector, cement sector and textile sector and statistically the impact is 
significant. For overall sectors basis and petroleum sector there is a negative impact of 
variable INVN on retained earnings and statistically the impact is not significant in their 
case. For steel sector the impact is neutral but statistically significant. 
Conclusion for Depreciation (DEP): Variable DEP is significant determinant of 
retained earnings which has a negative impact on retained earnings of sectors under 
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study. Statistically the impact of variable DEP is significant for overall sectors, steel 
sector, petroleum sector, cement sector and pharmaceutical sector. 
Conclusion for Cash Flows (CF): Variable CF is significant determinant of retained 
earnings which has a negative impact on retained earnings of overall sectors and 
petroleum sector and statistically the impact is significant. For steel sector there is a 
neutral impact of variable CF on retained earnings and the impact is not statistically 
significant. 
Conclusion for Corporate Tax (CT): Variable CT can be concluded as an important 
determinant of retained earnings that has negative impact on the retained earnings of 
overall sectors, steel sector and petroleum sector and statistically the impact is significant 
for overall sector and not significant for steel sector and petroleum sector. 
Conclusion for studying the importance of retained earnings as a source 
of flnance for companies 
The present study concludes that importance of retained earnings as a source of finance 
for companies is immense and of significant importance. The importance of retained 
earnings is established by the fact that retained earnings is an internally generated source 
of finance by companies from their after tax profits. The importance of retained earnings 
as source of finance for companies is also adjudged by the fact that retention of earnings 
by companies provides them with long term capital gains. In India the corporate sector 
mobilises a large share of finance by way of internal sources like retained earnings. 
The conclusion for this objective are supported by the studies of Beena (2011), Bhayani 
(2009), Salvary (2007). 
Conclusion for studying the impact of retained earnings on dividend 
policy of companies 
The present study concludes that retained earnings has not been able to impact the 
dividend polic> of companies significantly and its impact is secondary one or minimal on 
dividend policv of companies as number of earlier studies showed that there have been 
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other significant jlnancial variables which have impacted the dividend policy of 
companies significantly rather than retained earnings. 
The studies of existing literature review which supports the above conclusion for this 
objective are of Nnadi and Akpomi (2009), Bhayani (2009), Parua and Gupta (2009). 
Suggestions 
Based on the conclusions, the suggestions have been given mainly for companies of 
different sectors. The following suggestions are mentioned below. Some suggestions are 
common to different sectors and some suggestions differ sector wise depending on the 
conclusions drawn. 
Suggestions Related with All the Sectors Combined 
(1) For all the sectors namely pharmaceutical, steel, cement, petroleum and textile sector 
it is suggested that in order to maximise retained earnings the focus should be on 
maximizing the after tax profits because as a result of increased after tax profits there 
can be greater retention of earnings. 
(2) Again for all the sectors namely pharmaceutical, steel, cement, petroleum and textile 
sector it is advised that dividend payments should be done in reasonable manner, not 
all of the profit after tax should be distributed by way of dividends to shareholders 
there should be proper retention of earnings. 
Suggestions for F'harmaceutical Sector 
(1) It is suggested that there should not be excessive retention of earnings by 
pharmaceutical sector companies because already there is sufficient reserves 
position therefore unnecessary retention of earnings should be avoided instead it can 
be distributed by way of dividend or can be used in discharging other financial 
obligations 
(2) For pharmaceutical sector companies in order to maintain a better current ratio which 
is an indicator of liquidity which denotes the cash position or the ability to convert 
assets into cash within a short period of time it is advised that there should be 
efficient retention of earnings as it will enable availability of cash that will 
strengthen the current ratio figure. 
(3) It is advised that to have a balance debt equity ratio there should be a balance 
proportion of debt to equity, not all of the capital should be raised from debt as it is 
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costly in comparison to own equity therefore equity base needs to be sound. This can 
be possible when there is efficient retention of earnings as it will reduce dependency 
on external debt as such retention of earnings is favorable as compared to outside 
financing. 
(4) For pharmaceutical sector companies it is suggested that earnings should be retained 
as it will enable in maintaining an adequate level of inventory which will result in 
efficient production thereby increasing sales. 
(5) It is suggesled that retained earnings should be invested in profitable investment 
projects which are viable and earn return greater than the required rate of return as it 
will result in more profits. 
(6) While charging depreciation on assets it is advised there should not be excessive 
charge of depreciation as it reduces the profit margin thereby resulting in lesser 
possibility of retaining earnings from profits. 
Suggestions for Steel Sector 
(1) For steel sector companies it is suggested that retention of earnings should be done 
as it will help in maintaining sufficient reserves which can be used in future when 
financial position is weak therefore if sufficient reserves are maintained it will 
provide financial stability and financial soundness. 
(2) For steel sector companies also it is advisable that there should be efficient retention 
of earnings as it will enable availability of cash that will strengthen the current ratio 
figure as retention of earnings will ensure availability of cash which will improve its 
current assets position. 
(3) It is advised that steel sector companies should focus on earnings retention as it will 
help in strengthening its equity base thereby reducing dependence on debt capital 
resources as such retention of earnings is favorable and it is suggested to retain 
earnings. 
(4) For steel sector companies it is suggested that earnings should be retained as it will 
enable in maintaining an adequate level of inventory and can be used in purchasing 
of inventories which are necessary as it will result in efficient production thereby 
increasing sales. 
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(5) It is suggested that retained earnings can be used for financing if there are profitable 
investment projects which are viable and earn return greater than the required rate of 
return it will as result in more profits, otherwise if profitable investment 
opportunities do not exist they can be either distributed by way of dividend or can be 
used in discharging of other financial obligations. 
(6) For steel sector companies it is advised that they should check the charging of 
depreciation on assets as it reduces the profit margin thereby resulting in lesser 
possibility of retaining earnings from profits. 
(7) For steel sector companies it is suggested that there should be check on the cash 
flows and efforts should be made to reduce out flow of cash on account of payments 
from profit only as it will reduce profit figure thereby resulting in lesser earnings 
retention. 
(8) For steel sector companies it is suggested that the corporate tax payment on the total 
income should be minimized because if more corporate tax is charged on the total 
income it results in less profit after tax as a result there will be lesser possibility of 
retaining earnings from aftertax profit. 
Suggestions for Cement Sector 
(1) In order to improve their reserves position it is suggested that cement sector 
companies should focus on retaining earnings from profit as it will to improve their 
reserves figures that can be used in discharging other financial obligations and will 
provide financial stability and soundness. 
(2) For cement sector companies it is suggested that there should be efficient retention 
of eai'nings as it will enable availability of cash that will strengthen the current ratio 
figure as retention of earnings will ensure availability of cash which will improve its 
current assets position. 
(3) It is suggested that to have a balance debt equity ratio there should be a balance 
proportion of debt to equity, in order to have a better equity position retained 
earnings can serve as better source, this can be possible when there is efficient 
retention of earnings as it will reduce dependency on external debt as sucii retention 
of earnings is favorable therefore cement sector companies are suggested to retain 
earnings. 
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(4) It is advised that retained earnings should not be diverted towards unprofitable 
investment projects which earn return less than the cost involved as such retained 
earnings should be wisely used while deciding on investment projects. 
(5) For cement sector companies it is advised that earnings retention should be 
undertaken as it will help in maintaining an adequate and sufficient level of 
inventory wfiich will enhance production thereby resulting in increased sales. 
(6) For cement sector companies it is suggested that they should check that while 
charging depreciation on assets it is advised there should not be excessive charge of 
depreciation as it reduces the profit margin thereby resulting in lesser possibility of 
retaining earnings from profits. 
Suggestions for Petroleum Sector 
(1) For petroleum sector companies it is suggested that retention of earnings should be 
done as it will help in maintaining sufficient reserves which can be used in future 
when financial position is weak therefore if sufficient reserves are maintained it will 
provide financial stability and financial soundness. 
(2) For petroleum sector companies also it is suggested that there should be efficient 
retention of earnings as it will provide availability of cash that will strengthen the 
current ratio figure as retention of earnings will ensure availability of cash which 
will improve its current assets position. 
(3) It is suggested that steel sector companies should focus on earnings retention as it 
will help in strengthening its equity base thereby reducing dependence on debt 
capital resources as such retention of earnings is favorable and it is suggested to 
retain earnings. 
(4) It is suggested for petroleum sector companies that retained earnings should not be 
blocked in unnecessary inventory purchasing or inventories which are of no use in 
production as such retention of earnings should be done wisely and used for 
financing only of those inventories which are necessary and which enhance the 
production thereby resulting in more sales. 
(5) It is suggested that retained earnings should not be used in financing of those 
investment projects which are unprofitable and earns return less than the cost 
involved as such retained earnings should be wisely used while deciding on 
investment projects. 
(6) For petroleum sector companies it is advised that they should check that while 
charging depreciation on assets it is advised there should not be excessive charging 
of depreciation as it reduces the profit margin thereby resulting in lesser possibility 
of reteiining earnings from profits. 
(7) For petroleum sector companies it is suggested that there should not be excessive 
outflow of cash on account of payments from profit only as it will result in reduction 
of profit margin thereby resulting in lesser retention of earnings. 
IV. It is advised for petroleum sector companies to minimize the corporate tax payment on 
their total income because if more corporate tax is charged on the total income it result 
in less profit after tax as a result there will be lesser possibility of retaining earnings 
from after tax profit. 
Suggestions for Textile Sector 
(1) For textile sector companies it is suggested that retention of earnings should be done 
as it will help in maintaining sufficient reserves which can be used in future when 
financial position is weak therefore if sufficient reserves are maintained it will 
provide financial stability and financial soundness. 
(2) It is advised that in order to improve its current ratio figure textile sector companies 
should focus on retention of earnings as by retaining earnings they vv'ill have cash 
sufficiency that improve their current assets figure thereby improving their current 
ratio. 
(3) It is suggested that textile sector companies should focus on earnings retention as it 
will help m strengthening its equity base thereby reducing dependence on debt 
capital resources as such retention of earnings is favorable and it is suggested to 
retain earnings. 
(4) For textile sector companies it is suggested that earnings retention should be 
undertaken as it will help in maintaining an adequate and sufficient level of 
inventory which will enhance production thereby resulting in increased sales. 
(5) It is advised that textile sector companies should focus on retention of earnings and 
use tliem in financing those investment projects which are profitable and earns them 
return greater than the cost involved. 
Besides all the above suggestions provided for different sectors under study 
on the basis of conclusions derived, one more suggestion is that companies of different 
sectors should not depend solely on retained earning as a source of finance, they should 
also try to raise finance from external sources as it will reduce their dependency on 
internal source of finance like retained earnings. 
Directions for Future Research 
No research study is complete in itself as such there is always a scope for further 
improvement. Some of the directions for future research are mentioned below. 
(1) This study is done for a limited number of companies in each sector for which data 
were available, the number of companies can be increased in future studies. 
(2) The number of sectors in the present study concentrated on five sectors. There are 
numbers of other important sectors for which the study can be extended further in 
future studies like construction, manufacturing etc. 
(3) The selected variables of whose impact is studied on retained earnings in the present 
research work is not final, there are other variables whose impact on retained 
earnings can also be studied in future researches like share price, interest etc. 
(4) The impact of retained earnings can be further studied in future research separately 
for each year. 
(5) Further studies focusing the relation of retained earnings and dividend policies can 
be empirically studied in future period of time. 
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PREFACE 
In recent times corporate world is looking towards such sources of finance which provide 
them with the reliable and easy money, as finance raised by companies from external 
sources in the form of debt and loans from outside financial institutions, banks, money 
markets etc invites payment of heavy interest on amounts borrowed by them. The 
external sources of finances are made available to companies on the basis of judging their 
Imancial credibility and soundness as whether they are able to repay the amounts of funds 
borrowed by them. 
As a result of the complexities involved and burden of interest payments on borrowed 
funds from external sources, corporates have started to depend on their own internally 
generated sources of finance in which retained earnings has emerged as one of the best 
internal source of funds. For companies retained earnings are the own funds of companies 
carved out from their after tax profits after deciding the distribution of profits between 
dividend and retained earnings. 
Retained earnings as a source of fund for companies do not involve any burden of interest 
payment like external sources of finance and are easily available and cheap source of 
fund available with the companies for financing their businesses. Retained earnings are 
also called as internal finance or ploughing back of profits or self financing by 
companies. 
The present research tries to study the important or key financial variables which have a 
bearing on the retained earnings of companies of selected sectors as well as to study the 
importance of retained earnings as a source of finance for companies and studying the 
impact of retained earnings on dividend policy of companies. This thesis is divided into 
six chapters. 
Chapter 1 gives the introduction of the concept of retained earnings, its relation with 
dividend decision, the studies which highlight the importance of retained earnings and 
other aspects related to retained earnings are presented in this chapter. 
Ill 
Chapter 2 provides a detailed review of literature of earlier studies which have been 
carried out on retained earnings, dividend decision and dividend policies. 
Chapter 3 deals with the research methodology of the study. It gives an account of the 
objectives of the study, period of study, sample of study, database of study, statistical 
tools used, and development and testing of hypotheses for the study and limitations of the 
study. 
Chapter 4 gives brief profile of all the sectors selected in the study to have a general 
overview of the sectors under study. 
Chapter 5 presents the analysis and interpretation of secondary data collected for testing 
the framed hypotheses thereby making meaningful interpretations on the basis of 
obtained statistical results. 
Chapter 6 gives the conclusions and suggestions for the study which are followed by 
directions for iiiture research. 
SOHAIB MASOOD 
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CHAPTER ONE 
INTRODUCTION 
CHAPTER ONE 
l.l Introduction 
Retained earnings refer to that part of corporate's net profit after tax which is not 
distributed to the shareholders as dividend but is reinvested in the business. Retained 
earnings is a technique of financial management under which all profit after tax is not 
distributed amongst the shareholders as dividend but a part of profits is retained or 
reinvested in the company. 
Retained earnings therefore, are the sum of a company's profits after dividend 
payments, since the company's inception. They are also called earned surplus, 
retained capital or accumulated earnings. 
Retained earnings are an important source of internal or self financing by a company. 
The savings generated internally by a company in the form of retained earnings are 
ploughed back into the company for diversification of its business. Retention of 
earnings by companies reduces their dependence on funds from external sources in 
order to finance their regular business needs. 
In order for a company to grow, develop and expand, retained earnings have to be 
used for the accumulation of assets that generate income for the company. When 
income is generated it gives a company the means for expansion, as well as helps it 
in its research and development programmes. More income helps to improve the 
financial status of a company and also makes it more favourable in the eyes of 
investors. 
Retained earnings are also called as ploughing back of profits as the retained profits 
are ploughed back into the business for its development. Retained earnings is also 
known as self financing, internal financing or inter financing. The need for retained 
earnings arises for the purpose of replacement of old assets which have become 
obsolete, for expansion of growth and business, for contributing towards the fixed as 
well as working capital needs of companies, for improving working efficiency of 
plants and equipments, to make companies self dependent of finance from external 
sources, for redemption of loans and debentures. 
Retained earnings is favourable for companies as issuing of new capital is 
inconvenient as well as involve floatation costs also if companj^ raises debt, the 
financial obligation and risk will increase. Retained earnings not only give rise to 
growth in the value of the firm but also appreciate the value of its shares. 
The importance of retained earnings has been highlighted by a number of studies 
done on the subject. A brief view of some studies is presented here. 
Harkavy (1953) propounded that retained earnings or corporate reinvestment is an 
important source of capital gain for companies. 
In the view of j'Donaldson (1961) retained earnings were the funds available with 
companies over which management has complete and independent control regarding 
their utilisation. 
Krishnamurthy and Sastry (1971) are of the opinion that retained earnings played a 
crucial and important part in exerting influence and getting finances for investments 
when supply oJ' funds was limited on account of poor profits. 
Ojha (1978) evaluated the justification of retained earnings retention by companies in 
temis of beneficial factors which it offered to companies such as to equalize dividend 
when there was low profits in current year, to withstand depression, to reduce cost of 
capital and formalities of financing, to enable gradual growth and to get easy finance. 
Myers and Majluf (1984) propounded that profitable firms borrowed less because of 
their sufficient internal sources in the form of retained earnings which reduced their 
dependency on external sources of funds which involved heavy interest payment on 
the borrowed funds. 
Van Home (1985) defined retained earnings as company's cumulative profits that 
have been retained or reinvested in the business. 
Karak (1993) viewed retained earnings were important internal source for company's 
to finance their expansion programmes as far as possible with the retained earnings. 
Athey and Laumas (1994) found that internal funds in the form of retained earnings 
are important for large firms and firms that produced luxury goods. 
Sal vary (2004) professed that corporate retained earnings impact the regional flow of 
financial capita). 
Mahakud (2005) found profit after tax, dividend policy, cost of borrowing, 
shareholding pattern, investment opportunities and availability of external funds to be 
important determinants of retained earnings which affected the retention of earnings 
decision of companies. 
Kaushik (2007) propounded that there existed significant differences between 
domestic and multinational companies with regard to the manner in which retained 
earnings were managed and the factors which determined retained earnings. 
Salvary (2007) favoured corporate earnings retention by means of dividend policy as 
it provided companies with an important means for mitigating risk. 
Kamat (2008) found retained earnings to be an important internal source of financing 
by companies. 
Bhayani (2009) favoured the retention of earnings by companies as earnings retained 
were better source of finance which were diverted to profitable investment 
opportunities earning a higher return thus increasing the value of the companies. 
1.2 Advantages of Retained Earnings 
Retained earnings benefits companies in the following ways: 
• Companies ^vhich retain their earnings can face unforeseen contingencies, capital 
market crisis and other downturns. 
• Retained earnings helps to stabilize the dividend policy of companies, improves 
companies relation with its shareholders. 
• Appreciates the value of shares of company's. 
• Retamed earnings is the most convenient and economical method of finance and 
involves no legal formalities. 
• Retained earnings helps to keep the financial structure of company's fully 
flexible and increase the credit worthiness of company's. 
• Due to retention of earnings the growth and modernization plans of companies 
don't suffer due to lack of finance. 
Though, retained earnings is an important and cheap source of finance as compared 
to external sources of finance available to companies and gives benefits and 
advantages to companies, shareholders and society but it also carry some dangers 
with it like the heavy reinvestments of such profits year after year by a company may 
cause dissatisfaction among shareholders as they may get lower dividends. 
1.3 Disadvantages of Retained Earnings 
Retention of earnings may tempt the management to raise bonus shares to the equity 
shareholders leading to over capitalization, the companies may not always use the 
retained earnings to promote the interests of shareholders. Instead, it may be invested 
in unprofitable Eivenues or misused by locking up them in those business concerns 
which are against the interests of shareholders, retained earnings can be used to 
manipulate the share prices of stock exchange. The company may keep the dividend 
rate very low so as to purchase the shares at very lower prices and later by increasing 
dividends rates, it may reap benefits from higher share prices. 
1.4 Definition of Earnings Retention Ratio 
Retention ratio is also called as Plough back Ratio. As per definition. Earning 
Retention Ratio or Plough back Ratio is the ratio that measures the amount of 
earnings retained after dividends have been paid out to the shareholders. The prime 
idea behind earnings retention ratio is that the more the company retains the faster it 
has chances of growing as a business. This is also known as retenfion rate or 
retention ratio. There is always a conflict when it comes to calculation of earnings 
retention ratio, the managers of the company want a higher earnings retention ratio or 
plough back ratio, while the shareholders of the company would think otherwise, as 
the higher the plough back ratio the uncertain their control over their shares and 
finances are. 
1.5 Retention of Profits 
Two schools of thoughts are available in financial literature regarding this aspect. 
One favours retained earnings and other against it. To draw a conclusion, each of 
them needs to be examined. 
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The school of thought, which favours retained earnings, argues that it acts as cushion 
to absorb the shocks of business vicissitudes. It builds a resistance power to face 
depression and is a path to a stable dividend policy, which enhances the credit 
standing of a company. Moreover, given the lower cost of retained earnings in 
relation to the sale of common stock, it is not surprising to find that financial 
managers favours earnings as a source of equity funds. 
Apart from this, as inflation deteriotes the purchasing power of money and creates a 
problem in replacing fixed assets, the views of Wright (1981) prove to be an 
appropriate solution. To him, just to remain in business, the company must usually 
retain some earnings over and above the depreciation provided on historical cost 
basis. The shareholders in the process are also provided an opportunity of having 
their investments secured against the business variations and the market price of 
shares also favours them as advocated by a school of thought. 
The school of thought that is against retaining profits advocates that it invites 
dangers, such as the company grow into a monopoly, be over capitalized, creates 
dissatisfaction among shareholders, market price of share may also be manipulated, 
or the directors may also misuse the funds. Das (1965) expressed doubts if high 
volume of retained earnings may serve any useful purpose for a company's growth. 
In this regard Ohja (1976) is also of the same view that excessive retained earnings 
may be used I'or undesired inter company investments, over expansion, inventory 
accumulation, and hoarding, which not only increase the cost price to the consumers 
but also deprive other needs and concerns of capital. 
Hence, the study of both the schools suggests that the role of retained earnings is 
vital in the groivth of a company. Excessive retained earnings, in the absence of a 
sound retention policy, may however invite danger. 
1.6 Retained Earnings and Valuation of Share 
The present value of a share, in financial literature, is considered to be the sub total of 
the discounted present value of all the future receipts taking the form of dividend 
payments and capital gains. Both future dividend payments and capital gains are 
dependant on the expected future earnings of the concern. The discount rate brought 
into use to find out their present value is a result of both the prevailing general 
market rate of interest and the risk (both business and financial) attached to the share. 
The appropriation of earnings between dividends and retention affects both the 
expected future earnings of the concern and the discount rate to be applied and hence 
the present value of the share. That is why investors give different weights to 
earnings that are distributed in the form of dividends and to earnings that are retained 
for reinvestment. 
To explain the behavior of share prices, two different theories have been offered in 
the literature known as the dividend theory and the retained earnings theory. 
1.7 Dividend Theory 
The advocates of this theory recognize dividends as being more fundamental in 
regard to the determination of share price than retained earnings. They contend that 
an increased ainount of retained earnings has much less weight in the valuation of 
shares than the dividend paid today. The required rate of return which represents a 
weighted average of the future period required rate rises with the proportion of 
earnings retained (Gordon, 1959). According to them, given two similar companies 
(earnings and risk being the same); the price of the shares of that company would be 
higher which has a higher payment ratio. 
Most of the empirical findings show that share prices have been influenced more 
markedly by th(; dividend rate than by retained earnings. The earliest assertion of 
dividend theory was made by Graham and Dodd (1951) when they claimed that the 
average impact of a dollar of dividends on share prices is four time the impact of a 
dollar of retained earnings. Among the few outstanding statistical studies which 
favoured this theory are those of David Durand (1957), Walter (1956), Gordon 
(1959), Friend and Puckett (1964) and Porterfield (1959). All came to the same 
conclusion namely, that the proportional effect of dividends on share prices is greater 
than the corresponding proportional effect of retained earnings. 
1.8 Retained Earnings Theory 
The retained earnings theory supporters assert the validity of the proposition that 
higher share prices are a consequence of higher retained earnings especially in the 
long run. The effect of retained earnings on share prices is a result of the profitability 
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of corporate investment opportunities. If the rate of profit on new investments is 
more than the rnmimum rate required by the shareholders, it certainly has a positive 
effect on the share prices of the company. 
Harkavy (1953) made the assertion, that if, from the investors point of view, the 
present value of future profitability of retained earnings is more than the rate of 
return which investors quite require, retained earnings would lead to a rise in the 
prices of shares. The crucial factor is the profitable utilization of the investor's funds. 
Another argument given in the favour of the retained earnings theory is the 
preferential treatment to capital gains, compared to dividend income under the 
income tax laws. Higgins (1974) concluded his observation regarding dividend 
policy, evidence also suggests that share prices are not a positive function of 
dividends as often suggested. In fact, if there is any correlation at all, it seems to be 
in the opposite direction, with dividend exerting a depressing effect on share prices. 
On the basis of statistics most of the studies made so far supported the dividend 
theory. 
Retained earnings, having a value in the theoretical framework as to their effect on 
the market prices of shares, lose their weight when put to empirical test. Thus, share 
prices tend to be influenced more by dividends rather than retention. 
1.9 Dividend, Dividend Decision, Dividend Policy and Retained Earnings 
Retained earnings decision is itself not a complete decision, it is taken on the basis of 
dividend, dividend decision and dividend policy of company's, and therefore it is 
important to liave understanding of the concept of dividend, dividend decision and 
dividend policy. 
1.9.1 Dividend 
Dividends are payments made by a company to its shareholders. It is a portion of 
corporate profits paid out to the stockholders or shareholders. When a company earns 
a profit or surplus, that money can be put to two uses: it can either be reinvested in 
the business called retained earnings, or be paid to the shareholders as dividends. 
Many companies retain a portion of their earnings as retained earnings and pay the 
remaining as dividends. For an equity investor, dividends are the most awaited 
8 
returns. For a joint stock company, a dividend is allocated as fixed amount per share. 
Therefore a shareholder receives a dividend in proportion of his shareholding. 
Public companies usually pay dividends on a fixed schedule, but may declare 
dividend at any fime, sometimes called a special dividend to distinguish it from a 
regular one. Dividends are usually settled on a cash basis, as a payment from the 
company to the shareholder. They can also take some other forms like such as store 
credits and shares in the company (either newly created shares or existing shares 
bought in the market). 
Further, many public companies offer dividend reinvestment plans, which 
automatically use the cash dividend to purchase additional shares for the 
shareholders. Cash dividends which is the most common form of are paid in form of 
cash. Announcements of dividends is usually a good news for the investors. They 
consider it as a signal that the company is doing well and is rewarding its 
shareholders. 
Dividends are usually paid to owners or shareholders of business at specific periods. 
This is apparently based on the declared earning of the company and the 
recommendations made by its creditors. Thus, if there are no profits made, dividends 
are not declared. But when profits are made, the companies are obliged to pay 
corporate tax including other statutory taxes to the government, this is an essential 
corporate responsibility particularly of profit making companies. The taxes no doubt 
reduce the profits available at the disposal of the companies which either can be 
retained or distributed as dividend to shareholders of the company's. 
1.9.2 Dividend Decision 
Dividend decision has been a subject of enquiry for financial analysts, academicians 
and researchers for about five decades. The objective of the decision is to determine 
the extent to which the earnings of the company should be distributed as dividend. 
Dividend decision involve deciding how much dividend should be paid (payout rafio) 
and in what terms it should be paid. 
Dividend payout ratio shows the percentage share of the net profit after tax which is 
paid as dividend to equity shareholders after paying dividend to preference 
shareholders. It is calculated by dividing the total dividend paid to equity 
shareholders by the total profits available for them. Dividend per share refers to the 
actual amount of dividend declared per share. 
The dividend decision is an integral part of a company's financial decision making as 
it explicitly related to two other major decisions namely the investment decision and 
the financing decision. In fact, the question why companies pay dividends and why 
do investors pay attention to dividends have puzzled both academicians and 
corporate managers for many years. 
Dividend decision is one of the most difficult and controversial issues in modem 
corporate finance. This has resulted into a number of competing theoretical 
explanations for dividend policy. 
Dividend decision involves deciding how much dividend should be paid (payout 
ratio) and in what form it should be paid to the shareholders. The decision is taken in 
the light of investment opportunities available and alternative financing options. As 
the underlying objective of all financial decisions is to maximize shareholders 
wealth, the structure of corporate tax is an important input for dividend decision 
making process. 
However, companies may also be discouraged from paying higher dividends when 
these are doubly taxed, once in the hands of the company and again in the hands of 
the shareholders. 
1.9.3 Dividend Policy 
Dividend policy is one of the most controversial subject in finance. Dividend policy 
is one of the most important financial policies, not only from the view point of the 
company, but also from that of the shareholders, the customers, the workers, 
regulatory bodies and the government. 
Historically dividend policy has been referred to as the firm's choice of distribution 
of its profits either by way of dividend payments or through share buy back 
programme.The dividend policy affects the profits available for reinvestment. 
Retention of profits for reinvestment strengthens the shareholders equity position. 
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Dividend policy is the trade - off between retaining earning and paying out cash or 
issuing new shares to shareholders. The selection of optimal dividend policy is one of 
the most important questions in the company's financial management. 
A company's dividend policy has the effect of dividing its net earnings into two 
parts: retained earnings and dividend. The retained earnings provide funds to finance 
company's long term growth. It is the most significant source of financing a 
company's investments in practice. 
Dividend policy is concerned with the payment of dividends to the shareholders. The 
term dividend refers to that part of profits of company which is distributed by the 
company among shareholders. It is the reward of the shareholders for investments 
made by them in the shares of the company. 
The investors are interested in earning a maximum return on their investments and to 
maximize their wealth. If a company pays out as dividend most of it earns, then for 
business requirements and further expansion it will have to depend on outside 
sources such a.s issue of debt and new shares. 
Dividend policy of a company thus, affects both the long term financing and the 
wealth oj' shareholders, as a result a company's decision to pay dividend must be 
reached in such a manner so as to equitably apportion the distributed profits and 
retained earnings. Since, dividends are a right of shareholders to participate in the 
profits and surplus of the company, they should receive fair amount of profits. The 
companies should therefore, distribute a reasonable amount as dividends to its 
members and retain rest for its growth and survival. 
The management of a company while evolving a dividend policy, must strike a 
proper balance between payment of dividend and retention of its earnings, when the 
companies increases the retained portion of net earnings, shareholders current income 
in the form of dividend decreases. 
But the use of retained earnings to finance profitable investments will increase the 
future earnings therefore management should develop a dividend policy in such a 
way that divides the net earnings into dividends and retained earnings in an optimum 
way to achieve the objective of maximising the wealth of shareholders. The 
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development of such a policy will be greatly influenced by investment opportunities 
available to the companies and the value of dividends as against capital gains to the 
shareholders. 
The typical di\ idend policy of most companies is to retain one third to half of net 
eammgs and distribute the remaining amount to shareholders. Retained earnings 
should be used as a source of finance only when the company has profitable 
investment opportunities. 
If the shareholders have better investment opportunities, the earnings should be 
distributed to ihem so that they may be able to maximize their wealth, generally 
when the companies have an internal rate of return greater than the required rate of 
return required by shareholders, it would be to the advantage of shareholders to allow 
reinvestment of earnings by companies. When the companies does not have highly 
profitable opportunities and earns a rate on investment which is lower than the rate 
required by shareholders, it is not proper to retain earnings. 
It is sometimes argued that, even if companies have highly profitable investment 
opportunities, earnings should be distributed and funds should be raised externally to 
finance the investment, this will exert a discipline on the company's management in 
proper deployment of funds, but companies in pracfice prefer to retain earnings 
because issuing new share capital is inconvenient as well as involves flotation costs. 
Thus, depending upon the needs to finance their investments opportunifies, 
companies may follow different dividend policies. A high payout policy means more 
current dividends and less retained earnings which may consequently result in slower 
growth and perhaps lower market price of share, on the other hand a low payout 
policy means less current dividends, more retained earnings and higher capital gains 
and perhaps higher market price per share. 
1.10 Dividend Decision and Valuation of Firm 
On the relationship between dividend policy and the value of firm, different theories 
have been adxanced which takes into account the role of retained earnings in relafion 
with dividend decision or dividend policy. 
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These theories can be grouped into two categories: (a) theories which consider 
dividend decision to be irrelevant and (b) theories which consider dividend decision 
to be an active variable influencing the value of the firm. In the latter, there are two 
extreme views, first is that dividends are good as they increase the shareholder value 
and second considers that dividends are bad since they reduce the shareholder value, 
they are discussed below. 
1.10.1 The Irrelevance Concept of Dividend or the Theory of Irrelevance: 
According to this theory, dividend decision has no effect on the wealth of the 
shareholders or the prices, and hence, it is irrelevant so far as the valuation of the 
firm is concerned. This theory regards dividend decision merely as a part of 
financing decision because the earnings available may be retained in the business for 
re investment, but if the funds are not required in the business they may be 
distributed as dividends. Thus, the decision to pay dividends or retain the earnings 
may be taken as a residual decision. 
This theory assumes that investors do not differentiate between dividends and 
retention by the firms. Their basic desire is to earn higher return on their investment. 
In case the company's have profitable investment opportunities giving a higher rate 
of return than the cost of retained earnings, the investors would be content with the 
company retaining earnings to finance the same. 
However, if the company is not in a position to find profitable investment 
opportunities, the investors would prefer to receive the earnings in the form of 
dividends. Thus, a company should retain the earnings if it has profitable investment 
opportunities otherwise it should pay them as dividend. 
Modigliani and Miller (1961) have expressed in the most comprehensive manner in 
support of the theory of irrelevance, they maintained that dividend policy has no 
effect on the market price of the shares and the value of the firm is determined by the 
earning capacity of the firm or its investment policy. The splitting of earnings 
between retentions and dividends, may be in any manner the firm likes, does not 
affect the value of firm. 
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As observed b> Modigliani and Miller •'Under conditions of perfect capital markets, 
rational investors, absence of tax discrimination between dividend income and capital 
appreciation, given the firm's investment policy, its dividend policy may have no 
influence on the market price of shares". This theory of irrelevance is also called the 
residual approach. 
1.10.2 The Relevance Concept of Dividend or the Theory of Relevance: 
The other school of thought on dividend decision holds that the dividend decisions 
considerably affect the value of the firm. The advocates of this school of thought 
include Myron (jordon, John Lintner, James Walter and Richardson. 
According to them dividends communicate information to the investors about the 
firms profitability and hence dividend decision becomes relevant thus, those 
companies which pay higher dividend, will have greater value as compared to those 
which do not pa)' dividends or have a lower payout ratio. 
Walter' approach supports the doctrine that dividend decision are relevant and affect 
the value of the firm, his approach is based on assumption like that all firms finance 
their investments through retained earnings that is debt or equity is not issued, the 
firms rate of return and cost of capital are constant and all earnings are either 
distributed as dividends or reinvested internally immediately. 
Gordon's approach in the theory of irrelevance also suggested that dividends are 
relevant and the dividend decision affects the value of the firm. He based his 
approach on assumptions like that the firm is an all equity firm, no external financing 
is used or available and retained earnings represent the only source of financing 
investment programme, the rate of return on firm's investment is constant, corporate 
taxes do not exist, firm has perpetual life, retention ratio is constant and the cost of 
capital for the firms remains constant. 
The justification of retained earnings may be evaluated in terms of the factors such 
as: to equalize dividend; to withstand depression; to reduce the cost of caphal and 
formalities of financing; to enable gradual growth; and to get easy finance (Ohja, 
1978). Retained earnings also provide self sufficiency in finance as they provide a 
good base to borrow additional funds. 
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1.10.3 Concluding Remarks 
Hence, it is coniended that to a great extent that retained earnings are compulsory in 
character. However excessive retained earnings are not an unmixed blessing and it 
does have its own drawbacks. The financial managers thus, need to wisely decide the 
extent of retentions to be made. The shareholder's wealth in this process should not 
be put to any jeopardy. 
In India and foreign, till date most of the studies have been done mainly confined to 
dividend decision, dividend policy, their behaviour, determinants in companies of 
India and foreign, not much has been undertaken with respect to retained earnings, its 
impact, importance in companies of India, how retained earnings impact or influence 
the companies dividend policy have not been studied. 
Kaushik (2007) made a comparison of retention policies of domestic companies vis a 
vis foreign companies. 
Thus, the present study is undertaken with a view to identify the factors or 
determinants on which the retained earnings of profitable companies of the selected 
sectors in India depend. The study tries to find out the most important variables or 
determinants of retained earnings and which have impact on the retained earnings of 
the selected sectors profitable companies of pharmaceutical sector, cement sector, 
petroleum sector, steel sector and textile sector. 
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CHAPTER TWO 
2.1 Introduction 
This chapter focuses on the existing research related to the subject of retained 
earnings and dividends. It gives an account of earlier studies done on the subject 
matter of retained earnings and dividend aspects. 
2.2 Review of Studies 
The review of earlier studies relating to retained earnings and dividends in the 
present research study is classified firstly according to different aspects related to 
retained earnings. Then secondly studies the subject of dividends and other related 
aspects concerned with dividends in India and foreign have been presented. 
2.2.1 Revien of Studies related to Retained Earnings 
The review of studies which studied the subject matter of retained earnings is 
presented under this heading. It covers retained earnings, its importance, impact, 
determinants and other related aspects. 
Smith (1963) conducted a study for the whole of Canadian economy for the period 
1946 - 1961. Findings of his study revealed that the proportion saved out of 
corporate income for a given period depended on both the previous level of dividends 
and on the demand and supply conditions for coiporate funds. His study further 
revealed that there was a higher marginal propensity to save from, corporate income 
in the short run than in the long run. 
Desai (1965) examined the impact of dividend per share, retained earnings per share 
and earnings per share on the market price per share by using linear regression 
model. He used a sample of 31 Indian companies during the year 1960. The results 
indicated that current earnings were the best explanatory variable for stock prices 
while earnings and retained earnings were found to be satisfactorily insignificant. 
Srivastava (1966) conducted a study on six industries namely; cotton textile, tea, 
sugar, electric, coal and paper for the year 1966. The study observed that dividend 
had a strong impact but retained earnings had no significant influence on share prices 
in India. 
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Diamond (1967) presented a broad industry study dealing with the possible existence 
of differential impact of dividends and retained earnings on the per share price of 
common stocks. Study included a sample of 255 firms grouped into eight industries, 
the study covered a period from 1961 to 1962. The result of the study revealed that if 
allowance was made for inter firm differences as risk and external finance and if 
short run disturbances in per share earnings and earning price ratios were eliminated, 
it became difficult to sustain the older argument that market had a general and strong 
preference for a dollar of dividends over a dollar of retained earnings. 
Whittington (1972) investigated, to what extent the process of raising finance 
through the markets lead to more efficient use of funds in terms of profitability than 
internal financing. The study covered a total of 1955 companies throughout the 
period in between 1948 to 1960, profitability, growth and external growth were 
calculated. Results suggested that the discipline of stock market appeared to have 
some effect in improving the profitability of the firms and retained earnings seem to 
be used less profitably than external financing. 
Krishnamurty and Sastry (1974) did a cross sectional study of 360 public limited 
companies belonging to cotton and textile, jute, sugar, paper and paper board, 
chemical, engineering and cement. The study found that linters hypothesis explained 
the dividend behaviour quite well, no support was found to the permanent income 
theory on profits in dividend behaviour in context of partial adjustment model, 
investment expenditure and external finance generally did not influenced dividend 
policies and where such influence was observed in some industries but its impact was 
weak. Thus, they concluded that dividend decisions were largely autonomous of 
investment and external financing decisions therefore retained earnings impact was 
residual in nature. 
Chakrabort) (1977) found that age, retained earnings and profitability were 
negatively correlated while total assets and capital intensity were positively related to 
debt equity norms. 
Rao (1977) analysed the financing practices of corporate sector from 1972 - 1975 
using REI statistics. His analysis showed that corporate gross saving was diverted to 
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investment in fixed assets and a part of internal savings v\/as used to finance 
inventory holdings. 
Ojha (1978) analyzed the dividend behaviour and impact of retained earnings of 
cotton textile industry for the period from 1960 to 1967. Study found that the impact 
of retamed eariungs, earnings and dividend on share prices was captured through 
explanatory variables like liquidity and investment expenditure, dividend had the 
most powerful impact of share prices and its impact was two times higher than that of 
retained earnings. The study also disclosed that Lintners model provided a good 
explanation on dividend behaviour in cotton textile industry. 
Divatia and Shanker (1979) examined the capital formation and it's financing by the 
public and private limited companies. The result of their study revealed that internal 
sources played a dominant role in financing of capital formation for the period in 
between 1962 to 1976. 
Rao and Vivekananda (1980) covered the period from 1950-51 to 1962-63, 1960-61 
to 1970-71 and 1970-71 to 1974-75 to study the determinant of corporate savings. 
Their study was based on the aggregate manufacturing sector data of Reserve Bank 
of India. They concluded that the most important determinant of corporate savings 
was corporate income. In addition, they found that savings were positively related to 
investment demand and liquidity posifion, these two factors were statistically 
significant. Study also concluded that the high dependence of savings on net income 
indicates that tax policy does exert a significant influence on financing decisions. 
Shanta (1982) studied the cause of low share of the corporate sector in the total 
domestic sa\'ings, and the causes of the fall of this share. The study the period from 
1960 to 1979 and was based on aggregated data for the whole country obtained from 
RBI and national account statistics. The study concluded that the low proportion of 
non wage income/ total income in the private sector , the rising interest and tax rates, 
and the failure of this sector to keep pace with the overall growth, had been the 
causes of low and a falling corporate sector share in total domesfic savings. 
Myers and Meijluf (1984) concluded that in presence of information asymmetry and 
floatation costs, investment decisions made by managers were subject to the pecking 
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order of financing choices available. Managers preferred retained earnings to debt 
and debt to equity floatation to finance the available projects. 
Chawla and Srinivasan (1987) did a cross sectional study covering 19 chemical and 
13 sugar companies for the year 1969 and 1973 by collecting data from BSE official 
directory. Their study was in the spirit of the pioneering work of Friend and Puckett 
(1964) wherein they estimated a model to explain share price, dividend and retained 
earnings relationship. The results of the study indicated that in case of chemical 
industry, both dividend and retained earnings significantly explained the variations in 
share prices. Ilowever, the impact of dividend was more pronounced than that of 
retained earnings as compare to sugar industry. 
Purohit (1988) investigated the relafionship between firms size with firms saving 
behaviour covering a period of 15 years i.e. from 1965 to 1980, by selecting 81 
engineering firms as sample for the study. Resuhs of the study failed to support the 
hypothesis that small firms tend to save more because of their growth requirements 
and inadequate access to the capital markets. Results of the study pointed to the 
existence of inter firm variations in saving behaviour of firms which had the same 
industrial belonging, results were also indicative of the role of existing capital market 
imperfections in shaping the corporate saving behaviour. 
Purohit (1990) in another study examined the saving behavior of all the public 
limited companies in the manufacturing and engineering sectors for a period of 30 
years (1950-1980) and for cross secfion analyses, used the data of 81 engineering 
firms for a period of 15 years (1966-1980). The study examined the stagnating 
coiporate savings in India with a behavioral hypothesis that the corporations allowed 
incorporation of investment expectation and also simultaneously captured the 
influence of dividend motive in a single equation framework. 
The study concluded that the empirical estimates both at the aggregate and 
disaggregate levels, as well as in the time series and five cross sections, stressed on 
the gloomy investment climate in spite presence of investment incentives as the 
underiying cause of stagnant corporate savings. 
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Mayer (1990) in his study found that two third on the average of investment 
financing in developed countries lilce USA, UK, Japan, Germany, France, Italy, 
Canada and Finland are mobilized through internal financing. 
Donaldson (1961) in his study viewed and established the importance of retained 
earnings as the tiinds over which management has complete and independent control. 
Mittal (1992) examined the determinants of retained earnings covering a period of 
ten years (1980 -1990) and the sample size consisted of 23 large textile public 
companies of the public sector. The study concluded that retained earnings decision 
was a residual one this was because of the variation in dividends payments which 
was very low in comparison to the variations in retained earnings in large sized 
textile companies. Current ratio had the most significant effect on retention ratio 
whereas debt equity ratio and corporate tax rate had a depressing effect on retention 
ratio. The desire to hold more inventories and to avoid interest burden not 
significantly induced the managements to retain more profits. 
Nishat (1992) used the pooled data for 1344 companies covering ten major industries 
and conducted the study for the years from 1980 to 1986 to ascertain the relative 
effect of dividend and retained earnings on market price of share in Pakistan. 
The study concluded that the effect of retained earnings and dividend on market price 
of shares was better evident after normalization. In most cases, the dividend effect 
was comparatively stronger retained earnings in shaping the market price of share. 
Karak (1993) concluded that management in India, as a rule has recently followed 
conservative policies with regard to dividends. There was an increasing tendency on 
their part to finance the expansion out of internal resources as far as possible. 
Athey and Laumas (1994) examined the importance of accelerator, internal funds and 
depreciation for investment by manufacturing firms in India covering a period from 
1978 to 1986. Out of the 464 fimis, they used 256 firms to obtain the result. Results 
of the stud) indicated that internal funds and depreciation had a significant 
explanatory power in a sales accelerator model of investment and that there existed 
heterogeneity among firms in the link between internal funds and investment. In 
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particular internal funds were relatively more important for large firms and firms that 
produced luxury goods. 
Kallapur (1994) tested free cash flow theory that managers over invest retained 
earnings by undertaking negative NPV projects. The test was based on the theory's 
implications that earnings response coefficients depended positively on payout ratios. 
Sample consisted of 112 firms from the period 1951 to 1986. He also calculated the 
return on retained earnings and showed it to be significantly lower than a proxy for 
the markets required rate of return as implied by the theory. 
Results supponed the free cash flow theory by developing its implications that 
earnings response coefficients were positively related with payout ratios. Sample of 
112 firms for the period of study supported this implicafion and was robust to the use 
of different proKies. 
Samuel (1996) propounded that stock market played only a limiting role in providing 
finance for both the U S and Indian firms and that the internal funds played a lesser 
role in case of Indian firms than for the US firms. 
Harris and Kernley (1999) developed a residual income model showing how taxes on 
dividends affected the relative valuation of retained earnings versus contributed 
equity as well as the value of expected future earnings covering a period from 1975 
to 1994 covering all domestic companies. 
Findings of tlie study suggested that to overall firm value and the relative valuation 
weights investors assigned to retained earnings, contributed investors equity and 
current earnings, all depended on dividend taxes. Investors took a proprietary 
prospective in valuation and imputed an unrecorded shareholder level tax liability on 
retained earnings. US tax system subjected retained earnings to dividend taxes upon 
distribution to shareholders. On the other hand contributed equity was returned to 
shareholders as non taxable return of capital. 
Bartram (2000) found that the availability of internal funds or retained earnings 
guarantee the realization of profitable investment projects and at the same time avoid 
higher capital cost. 
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Kumar (2001) examined the financing pattern in India for the period from 1956 to 
1999 using RBI statistics, results of his study showed that internal funds were the 
major source of funds in the 1950s. 
Sen. Jam and f3ala (2002) studied the comparative effects of dividends and retained 
earnmgs on the market value of shares of the pharmaceutical industry of India. 
Sample size consisted of 10 units registered with directorate general of technical 
development which were wholly pharmaceutical quoted on stock exchange, due 
representation was given to Indian companies, multinational companies and foreign 
companies while selecting units for study. The study encompassed a period from 
1989 to 1998. Results of the study revealed that controversy existed as to the weight 
that should be assigned to dividends and retained earnings while evaluating a value 
of share, dividend theory and retained earnings theory were developed to show the 
relative effect of dividends and retained earnings on the market value of shares. 
Dividend tended to influence the market price of shares more effectively than 
retained earnings. 
Shiran (2002) analysed the changes in corporate financing patterns of Indian 
domestic manufacturing firms for the period 1990 to 2001. Result of the study found 
that the equit)' market provided more financing sources for Indian domestic firms 
than the internal sources. 
Salvary (2004) attempted to determine whether allocation of regional financial 
capital flow was efficient as suggested by the neo classical model, specifically the 
study attempted to ascertain whether the corporate retained earnings model was a 
good predictor of the regional flow of financial capital. The study hypotheses were 
tested using a readily available data set for the period 1960 to 1971, time frame of the 
study covered a period from 1954 to 1976. 
The results of the study suggested that the corporate retained earnings model had an 
impact on the predictive ability of the neo classical model, that is regional flows of 
financial capital were influenced in part by corporate retained earnings. 
Saggar S (2005) analyzed the financing and investment pattern of non financial, non 
government, public limited firms over the period 1971-72 to 1999-2000. at an 
aggregate and disaggregate level of majority industry groups. On the source side, the 
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financing pattern of Indian firms was found to be debt based but their share of 
internal sources increased markedly in the latter half of the 1990s which had an 
impact on share prices. 
RBI (Reserve E^ ank of India, 2005) study observed that the corporate sector in India 
has mobilised a large share of resources from internal sources which accounted for 
60.7% during 2000-01 to 2004-05. 
Mahakud (2005) analyzed the trends and the determinants of retained earnings. For 
trends in the retained earnings, the study was conducted on public limited companies, 
private limited companies and foreign companies in India during the period 1966-67 
to 2001-02. The determinants of corporate retained earnings were studied using panel 
data pertaining to 500 companies listed in S&P CNX 500 index for the periodl996-
97 to 2003-04. Flesults of the study found that the corporate retained earnings in India 
were not increased much and remained at a low level throughout the period of study. 
As regards the determinants of retained earnings, the study concluded that profit after 
tax. investment opportunities, availability of external funds, cost of borrowings, 
dividend polity and the shareholding patterns had been the major determinants of 
retained earnings. 
Kaushik (2007) examined the factors that acted as determinants of retained earnings 
with a comparative study of domestic and multinational companies. Sample size 
consisted of 100 companies (50 domestic and 50 MNCs), the study covered a period 
of 15 years i.e. from 1990 to 2004. The study concluded that there existed a 
significant difference between domestic and multinational companies with regard to 
the manner in which retained earnings were managed and also the factors that 
determined retained earnings. 
Salvary (2007) studied the problem of under investment, risk management and 
corporate earnings retention for a period from 1983 to 1990 consisting of 45 firms for 
purpose of study. The data was subjected to regression analysis and test of 
differences between arithmetic means. Study concluded that risk invariably deemed 
to be the existence of uncertainty concerning future outcomes, risk management was 
viewed as the management of finn's operations activities and financing practices to 
produce a portfolio of risks which resulted in average pay off The two most common 
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forms of risk oiitigation i.e. insurance and hedging does not addressed the under 
investment problem, corporate earnings retention by means of dividend policy 
provided a firm vvith an important means of risk mitigation. 
Kamat (2008) investigated the cross sectional trends in dividends at an aggregate 
level of ownership and at disaggregate level across 20 industries to know how the 
private corporate sector of India appropriated its profits over period from 1961 to 
2007. He also examined whether internal funds were a significant source of finance 
and the dynaniic^ s of relation between dividends relative to earnings across type of 
companies and industries. 
Results of the study showed that Indian corporate sector paid relatively more equity 
dividends rather than preference dividends, the paying of cash dividends decreased 
with shareholder concentration and regulated companies paid relatively larger 
dividends, dividend payouts for all type of companies declined after liberalization 
period thus, indicafing a greater choice of internal financing by means of retained 
earnings. Analysis of inter corporate and inter industry variations revealed that 
dividends interf)layed differently with exogenous factors. 
Denis and Osobov (2008) examined cross sectional and time series evidence on the 
propensity to pay dividends in developed financial markets of USA, UK, Germany, 
France, Canada and Japan over the period 1989 to 2002. Study also examined 
whether characteristics of dividend payers and non payers were common across 
countries, wliether these changed over time and whether firms in other countries 
exhibited a declining propensity to pay dividends in recent years. 
Results of the study revealed that the propensity to pay dividends was higher among 
larger and more profitable firms and for those for which retained earnings comprised 
a large fraction of total equity, however there was reduction in this during 1994 to 
2002 in sample countries. Outside USA, there was little evidence of a systematic 
positive relation between relative price of dividend paying and non paying firms and 
the propensity to pay dividends. 
Seppa (2008) showed that Estonian non financial companies followed pecking order 
theory of financial hierarchy while making capital structure choices as they preferred 
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internal funds tc external funds. The results provided no or very weak supports that 
the trade off theory was followed in the long run. 
Beena P L (201 i) analysed the sources of financing pattern Indian private corporate 
sector for the period from 1999 to 2009. Result of the study found an increasing trend 
in interna] finance since year 2000 and retained earnings contributed a major share of 
finance during the period of study. 
From the review of above mentioned studies on retained earnings, it is 
observed that the earlier studies highlighted the importance of retained earnings by 
establishing that retained earnings are cheap and easy source of finance as compared 
to external source of financing, retained earnings influences the flow of capital. 
Indian studies showed that retained earnings or internal funds played dominant role 
as a source of finance and its share increased from early 1950s to till date. Similarly 
other studies showed that retention of earnings in India increased after liberalization 
and retained earnings were also used in risk mitigation involved with investments. 
Review of some studies highlighted the weaknesses associated with retained 
earnings like, they pointed that stock market behaviour was more important than 
retained earnings in improving profitability and retained earnings were less profitable 
than external financing. A study pointed out that when investment climate was 
unfavorable there was stagnation in retention of earnings. 
However, from the review of above mentioned studies which studied the 
impact of dividend and retained earnings on share prices in India and abroad, it was 
concluded by most of the studies that dividend has a greater and influenfial impact on 
share prices rather than retained earnings and retained earnings were residual in 
nature in comparison to dividend. As far as review of earlier studies on determinants 
of retained earnings, it is seen that a very few studies attempted to identify the 
determinants of retained earnings in India and abroad. Not much of studies focused 
on this aspect. 
2.2.2 Review of Studies related to Dividends 
The review of studies which studied the subject matter of dividends is presented 
under this heading. This part of the literature review covers dividend policy, dividend 
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behaviour, its importance, its impact, determinants and other related aspects of 
dividends. 
Lintner (1956) studied the distribution pattern of income of coq^orations among 
dividends, retained earnings and taxes in USA, covering a period of seven years from 
1947 to 1953 and mvolved 28 US firms. He concluded that firms followed a fixed 
target payout ratio, rate of dividends was adjusted along with the increase in the level 
of earnings, current year's earnings and previous year's dividend were found to be 
associated with current year's dividend and also the financial decisions of the firm 
were predominantly dividend oriented. 
Mazumdar (1959) studied the dividend behaviour employing the data for the period 
1946 to 1951 and also for the period from 1950 to 1955. The study pointed out that 
the dividend behavior can be explained in tenns of current profits, the preceding 
year's dividend and current requirement of expansion, current profits was the most 
strategic variable in shaping the dividend behaviour. Further, dividends were steadier 
than retained earnings indicating that dividend decision was not residual in nature. 
Nigam and Joshi (1962) examined a sample of 340 companies from nine industrial 
groups and worked out the trends in the level of profits and their utilization for the 
distribution of dividends for the period 1947-57. Results of the study showed that the 
higher the level of profits as percentage of paid up capital, the higher has been the 
rate of dividend, firms which were managed by managing agents showed better 
record of dividend . Firms generally followed the policy of maintaining a uniform 
rate of dividend distribution over a long period. The liquidity poshion did not 
influence the dividend policy and the need for self financing was not materially 
affected by the policy of dividend distribution. 
Sastry (1966) undertook a cross section study of firms across industries in India for 
the period 1955 to 1960. Study revealed that the Lintner hypothesis provided a 
satisfactory explanation to the dividend behaviour but gross profits after tax was a 
refined variable than net profits after tax, the two stage least square estimation 
attempted to analyse the interaction between dividend, external finance and 
investments, it was confirmed that investment expenditure exerted a negative 
influence on the dividends. 
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Purnanandam and Rao (1966) estimated the long run desired dividend payout ratios 
in the Indian cotton textile industry using the Lintner dividend model. Their sample 
consisted of 50 companies, the period of study was from 1946-63. The result of their 
studies showed that textile companies showed as much variation in their target 
payout ratios as companies in their all industry sample, companies responded more 
quickly to fluctuations in profits than they are generally known to do in practice. For 
the given regression estimates the long term desired dividend payout ratio and the 
reaction coefficient were inversely related and the differences in reaction coefficients 
of firms having more or less the same target payout ratio were explainable in terms of 
variance of their net income. 
Brittain (1966) studied the corporate dividend policy in USA for a period from 1919 
to 1960 including all the major industries of USA. From the study it was found that 
the capacity of a firm to pay dividends was better explained in terms of cash flows 
i.e. profits net of taxes but inclusive of depreciafion as against the Lintners profits net 
of taxes as it reflected true earnings. The arguments advanced in favour of the 
inclusion of cash flows was that depreciation did not reflected capital consumption 
but was an accounting change therefore, as such needed to be added back. 
Gopal (1947) examined the trends in dividends in India, United Kingdom and USA 
for the period! 918 to 1939. Study showed that both average earnings and dividends 
were higher in India in all category of enterprises in contrast to those in UK and 
USA, lower steady trends in ordinary dividends were deceptive and was due to stock 
watering, di\'idend equalization of or due to some other method of hiding profits. In 
addition dividends may be unrepresentative of true state of the organization and if the 
dividends were declared faithfully following the course of gains and losses, the 
stability of the organization was seriously affected. 
Fama and Babiak (1968) studied the determinants of dividend payments by 
individual firms during 1946-64. The study concluded that that net income provided 
a better measure of dividend than either cash flow or net income. 
Pettit (1972) studied the validity of the efficient markets hypothesis by esfimating the 
speed and accuracy with which markets reacted to announcements of changes in the 
level of dividend payments, for this purpose announcement dates of all dividend 
28 
changes for set of 625 NYSE firms for the period January 1964 to 1968 of June were 
collected from Wall Street journal index, approximately 1000 dividend changes were 
announced by these firms over selected period, the daily data for daily price 
information was also collected for 135 changes in dividend payments made in 1967-
69 period. The results clearly supported the preposition that the market made use of 
announcennent changes in dividend payments in assessing the value of a security. 
Higgins (1972) in his study derived and tested a model of dividend earning decision 
for a shareholder maximizing firm for year 1961, 1963 and 1965. Data for the study 
was taken from industries namely forest products, paper, chemical, cement, steel, 
aerospace etc. Results showed dividends as residual in corporate decision nexus thus, 
the value of tlie firm was seen to increase to the extent that management was 
successful in establishing a dividend stream which minimized the cost of excess 
liquidity and external equity financing and also cross section test of the theory 
dividend paying companies indicated a reasonable consistency with evidence. 
Krishnamurt) and Sastry (1974) did a cross sectional study of 360 public limited 
companies belonging to cotton and textile, jute, sugar, paper and paper board, 
chemical, engineering and cement. The study found that linters hypothesis explained 
the dividend behaviour quite well, no support was found to the permanent income 
theory on profiits in dividend behaviour in context of partial adjustment model, 
investment expenditure and external finance generally did not influence dividend 
policies and where such influence was observed in some industries but its impact was 
weak. Thus, they concluded that dividend decisions were largely autonomous of 
investment and external financing decisions therefore retained earnings were residual 
in nature. 
Fama (1974) studied the empirical relationship between dividend and investment 
decisions of firms using annual financial statements information available on major 
industrial firms for the period 1960 to 1968, sample consisted of 298 firms for which 
all data needed was available for the entire study period. 
Results were consistent with the view of Modliani and Miller that in a perfect capital 
market, period by period investment decisions by a firm are separable from its 
dividend decision, there was no evidence of systemafic relafionships between 
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parameter estimates of dividend and investment models or of any relationships 
between the residuals of these models. 
Bhatia and Singh (1978) evaluated the dividend policy of Indian enterprises using a 
sample of 50 companies covering a period from 1966- 1968. Their study inferred that 
the companies must allow the distribution of regular dividends at a steadily rising 
rates and should aim at the establishment of a stable dividend rate over the year as it 
alone can assist them in raising additional capital, enhance their reputation and 
increase the \'a!ue of their securities, in addition the regularity of dividend payment 
and infonnity of its rate were the two basic guides for distribution of dividend. No 
relationship vcas established among dividends, profit and market by the study, on the 
whole the dividend behaviour of selected companies in sample was found to be 
similar. 
Bhole (1980) studied the inter company differences in the level of savings 
and changes in that level over the period of time, the determinants of saving ratio, the 
extent of stability of dividends paid and the relative influence of earnings and 
dividends on share prices, the study covered a period from 1960 to 1975. 
The study concluded that level of saving ratio of companies depended upon the type, 
size and industry of company, the saving ratio for major part of corporate sector in 
India increased over period of time, the stability of dividends depended on the size of 
companies. Earnings and dividend did not explain the variations in share prices 
satisfactorily however earnings per share relatively explained variations in share 
prices clearly. 
Aharony and Swary (1980) attempted to resolve the empirical issue as to whether 
quarterly di\idend announcements conveyed useful information beyond that 
provided by quarterly earnings numbers by using a sample of 149 industrial firms 
listed on NYSE and also the daily closing S&P industrial common stock price index 
obtained from annual issues of S&P trade and securities price index record for the 
period from ] 963 to 1976. 
Findings of the study showed that capital market reaction to dividend announcements 
strongly supported the hypothesis that changes in quarterly cash dividends provided 
useful information beyond that provided by corresponding quarterly earnings 
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numbers. stud> also supported the semi strong form of efficient capital markets 
hypothesis. 
Litzenberger and Ramaswamy (1980) studied the effects of tax induced investor 
clienteles on capital asset prices using security returns obtained from monthly return 
tapes provided by CRSP (Chicago) monthly return on high grade CP was used as 
return on risk less asset from January 1952 till December 1978, treasury bill was used 
for dollar dividends were obtained for each year from 1930 until 1977. The study 
concluded that an equilibrium where corporations paid dividends was consistent with 
the expected return per unit of yield being zero if there were dividend related 
constraints on either borrowing or on the tax deductibility of interest on margin 
borrowing. 
Murray (1981) using non capital market data to test the theoretical implication that 
dividend payout is negatively correlated with earning uncertainty. The study 
concluded that earnings uncertainty is a determinant of the corporate dividend 
decision. 
Kalay (1982) reexamined the theory and the documented evidence of the ex dividend 
day behaviour of common stock prices based on 2540 successive closing price 
observations, sp)earman rank correlation was calculated between dividend yield and 
their respective price as fraction of the dividend amount. On re examination of past 
studies in which the ex dividend day price dropped was found to be significantly less 
than the dividend per share and positively correlated to its respective dividend yield 
showed to contain two potential biases, first being that the documented positive 
correlation can be result of an incomplete adjustment for the normal daily price 
movement and the use of closing prices on the ex dividend day. Secondly, the 
statistical significance of correlation measured was questionable as some of the 
observations were likely to be dependent. However, the study adjusted for these 
potential biases. 
Litzenberger and Ramaswamy (1982) presented empirical evidence consistent with 
tax clientele CAPM (Capital Asset Pricing Model). The data of their study indicated 
that there was a positive but non linear association between common stock prices 
returns and dividend yields, the prediction rule for expected dividend yields was 
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based solely on information that would have been available to the investor ex-ante 
and hence was free from potential information effects that were contained in dividend 
yield variables that affected the occurrence of dividend. They concluded that the 
significant yield effects cannot be pinned to the information content in the prior 
knowledge that the finn will declare a dividend of unknown magnitude. 
Morgan (1982) studied the relationship between dividends and capital asset prices 
using data which consisted of monthly returns and distributions classification for 
common stocks listed on NYSE between January 1931 and December 1977. Results 
concluded that tax based dividend models of capital asset pricing assume that 
dividends are known at the time when prices are set, dividends which are aimounced 
and paid in the same month and dividends which were expected but cancelled in the 
month constituted surprises which interfered with many empirical test of the effects 
of expected dividend yield on returns. 
Rozeffs (1982) study was the first to explicitly recognize the role of insiders as one 
of the for monitoring managers and observed that companies with higher levels of 
insider holding were having less need to signal the value of company value through 
dividends. 
Hess (1982) attempted to clarify the dividend controversy by addressing issues of 
dividend related clientele effect and the information effect content of dividend, for 
testing the clientele effect content of dividend, for testing the clientele effects, 
securities which belonged to same clientele were identified. He identified ten 
clienteles on the basis of average dividend yield for empirical test purpose. The time 
period was from 1962 to 1979. Findings revealed that dividend clienteles were not 
consistent with equilibrium prices and the empirical evidence did not support 
clientele effects in asset prices, at the same time information effects did not 
completely explained the dividend effect and finally there was no evidence that 
dividends were proxying for changes in expected returns of common stock. 
Alii, Khan and Ramirez (1983) re examined the dividend policy issue by conducting 
a simultaneous test of the alternative explanation of corporate payout policy using 
factor analysis and muhiple regression. Their sample consisted of 105 firms listed on 
NYSE across 34 industries for the year 1985. 
Results of the study found strong support for transaction cost, residual theory of 
dividends, pecking order argument and the role of dividends in mitigating agency 
problems, firms that maintained stable dividend policy and those enjoyed financial 
flexibility paid higher dividends and study also supported the tax clientele argument. 
Grinblatt, Masulis and Titman (1984) examined stock splits and stock dividends 
under the traditional signaling model and pointed out that it was considered as a 
costly signal. In case of stock dividends, the reduction in retained earnings will 
restrict the firms ability to pay cash dividends if the firm does not anticipate 
increased earnings. They also proposed another explanation that stock splits call 
attention to the firm while under priced firms such assessment was in their interest, 
over priced firms doesn't. 
John and Williams (1985) in their study identified, developed a signaling equilibrium 
with taxable dividends. In their equilibrium corporate insiders with more valuable 
private information opfimally distributed larger dividends and received higher prices 
for their stock whenever the demand for cash by both the firms and its current 
stockholder e?(ceeded its internal supply of cash, thus many firms distributed 
dissipative di\'idends rather then repurchasing shares while others distributed 
dividends and simultaneously sell new shares, also firms which paid dividends had 
clienteles of stockholders who demanded current cash. For the developed signaling 
equilibrium both announcement effect and the relationship between dividends and 
cum- dividends market value were derived explicitly. 
Miller and Rock (1985) extended the standard finance model of the firm's dividend / 
investment / financing decisions by allowing the firms managers to know more then 
outside investors about the true state of firm's current earnings. They showed that an 
informationally consistent signaling equilibrium existed under asymmetric 
information and the trading of shares restored the time consistency of investment 
policy but led in general to lower levels of investment than the optimum achievable 
under full inlbrmation or no trading. 
Khurana (1985) study covered a period from 1962-63 to 1976-77 and covered 68 
companies belonging to chemical, electrical goods, sugar, cotton and general 
engineering industries that were listed on BSE. The study identified and determined 
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the significance of economic variables for explaining the observed variation in 
dividend behaviour, dividend models were estimated to identify and determine their 
significance ir the Indian context, study incorporated share prices liquidity, 
investment demand, net debt flow in the model which beared a direct view on 
dividend decision of the sample companies. Result of the study revealed that Lintner 
model captured dividend behaviour precisely than other models analysed. Among 
other determinants the flow of net debt and share prices had impact on the dividend 
decision of sample companies. 
Sharma (1986) in her study analysed the dividend behaviour of 71 companies which 
covered 6 industries for the period of 1967 to 1981.Study found support for the 
Lintners mode) on both short term and long term basis in respect of 50% of the firms 
studied, share prices increase was the primary objective of the dividend policy as it 
had signaling effect, dividend policy was viewed as primary decision therefore had 
impact on the investment and financing decision of the firm. 
Ambrish, John and Williams (1987) identified an efficient signaling equilibrium with 
dividends, investment and net new issues of stock and developed their properties. 
Result of their study revealed that corporate insiders can exploit muhiple signals 
therefore the efficient mix must minimize the dissipafive cost, in equilibrium many 
firms deviated from first best investment. 
The impact of dividends on stock prices was positive and the announcement effect 
of new stock >vas negative in firms with private information primarily about asset in 
place and positive for firms with inside information mainly about opportunities to 
invest. 
Lakonishak and Lev (1987) investigated empirically why firms split their stocks or 
distributed stock dividends and why the market reacted favorably to these stock 
dividends distributions. The data for the study covered a 20 yeair period from 1963 
to 1982, drawn fiom three data sources which gave a sample of 1015 stock splits 
events and 1257 stock dividends. 
Findings of the study suggested that stock splits were mainly aimed at restoring stock 
prices to a normal range, stock dividends were altogether differed from stock splits 
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and appeared to be a decreasing phenomenon, and the aim of stock dividend was in 
lieu of their perceived substitution for relatively low cash dividends. 
Agarwal (1987) studied corporate investment and financing behaviour of Indian 
automobile industry. The study covered a period from 1959 to 1979. He concluded 
that Indian autoraobile industry followed target payout ratio and the Lintners model 
found its applicability to Indian automobile industry, sales were the prime mover of 
financial system and profits were the critical factor when deciding the dividend 
policy for the automobile industry in India. 
Campbell and Shiller (1988) in their study of USA stock market, presented estimates 
indicating data on accounting earnings when averaged over many years which helped 
to predict the present value of future dividend. Data comprised of real S&P 
composite index and earnings series from year 1971 to 1987. Their estimates 
indicated to what extent dividend price ratios and returns on index behaved in 
accordance with simple present value models and allowed to shed new light on 
earlier claims ihat stock prices were too volatile to accord with earlier models of Le 
Roy and Porter, Mankiw, Romer and Shapiro etc. Study also revealed that long 
historical averages of real earnings helped to forecast present values of future real 
dividends. 
Williams (1988) derived an efficient signaling equilibrium for a continuum of firms 
with private information about the return on risky real assets. Results showed that in 
an efficient signaling equilibrium the representative firms optimally distributed 
dividends invested in real risky assets to maximize the net present value, holding no 
financial securities and all new stock was sold in market, firms financed their value 
maximizing investment first from internal funds and secondly from stock sold to new 
investors. 
Barclay and Smith Jr (1988) studied the corporate payout policy and tried to find 
whether cash dividends were more common or open market repurchases in deciding 
the form of payout to the investors from the period 1983 to 1986 in NYSE firms. 
From the stud>- it was seen that cash dividends were the most common form, 
although open market repurchases were used by only one eight as many firms to 
distribute about one third the value of regular cash dividends during the study period, 
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study offered evidence suggesting that bids are spread around repurchase 
announcements therefore repurchases did not dominate cash dividends for malcing 
payment to shareholders. 
Mcnichols and Dravid (1990) provided evidence on the signaling hypothesis by 
testing v/hether stock dividends and split conveyed information about future 
earnings, and by testing whether the split factor was itself the signal. Sample of study 
comprised primarily of stock dividends and splits over the period of 1976 to 1983. 
The analysis suggested that price changes at stock dividend and split announcements 
were significantly correlated with split factors holding other factors constant and with 
earnings forecast errors, these correlations suggested that management choice of split 
factor signaled ]3rivate information about future earnings and that investors revised 
their benefits about firms value accordingly. 
Bajaj and Vijh (1990) showed that dividend yield surprise were perfectly correlated 
with dividend surprises, data was obtained by CRSP daily master file from period of 
1962 to 1987. Results of the study showed that on examining 8500 dividend changes, 
the price reactions to dividend increases were significantly more positive and to 
dividend decreases it was significantly more negative for high yield stock and also 
the price reactions were larger and the yield effect was stronger for low priced and 
small stocks because of greater information content and higher transaction costs. 
Brennan and Thakor (1990) in their study developed a theory of choice among 
alternatives procedures for distributing cash from corporations to shareholders. Their 
study concludixl that despite preferential tax treatment of capital gains for individual 
investors, it was seen that a majority of shareholders may support a dividend 
payment for .'-mall and larger distributions. An open market stock repurchase was 
preferred by majority of shareholders. For the largest distribufion, tender offer 
repurchase dominated. 
Kevin (1992) examined the dividend distribution pattern of 650 non financial 
companies from the year 1983 to 1984. He found evidence for a stable dividend 
policy and concluded that change in profitability was of minor importance while 
deciding the dividend policy. 
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Angelo. Angelo and Skinner (1992) analyzed the relation between dividend 
reductions and poor earnings performance by firms listed on NYSE. Results of the 
study showed that annual loss was a necessary condition for dividend reduction in 
firms with established earnings and dividend records, the relation between losses and 
dividend omissions was dramatic. The logit analysis indicated that both the depth and 
persistence of losses were the important determinant of the decision to reduce 
dividends for the 167 firms in the sample. 
Jaidev (1992) study was based on a sample of 18 companies selected from man made 
fibre industry for the period from 1978 to 1988. Results of the study revealed that the 
Lintners hypothesis in the determination of dividends was found to be relevant for 
the sample companies, earnings were the determinant of dividend however lagged 
dividend was insignificant. The application of Britain's hypothesis made it evident 
that cash flows had more stable and consistent relationship with dividends rather than 
earnings. 
Goetzmann and Jorian (1993) re examined the ability of dividend yields to predict 
long horizon stock returns. They used bootstrap methodology as well as simulations 
to examine the distribution of test statistics under the null hypothesis of no 
forecasting utility, to investigate the predictive power of dividend yields, data on 
S&P 500 index over the period from 1927 to 1990 was used. Results of the study 
showed that observed statistics were well within the 95% bounds of their simulated 
distributions, overall there was no strong statistical evidence indicating that dividend 
yields can be used to forecast stock returns. 
Mahapatra and Sahu (1993) analysed the dividend behaviour of 90 companies in 
India for the period of twelve years from 1977 to 1989. Their analysis showed neither 
the Lintners model nor Darlings model hold good for the Indian companies in 
explaining the dividend behaviour however the Britain's model explained the 
movements in dividends. 
Sant and Couan (1994) investigated the effect of dividend omissions on stock return 
volatility by identifying firms that omitted dividend during the period from 1962 to 
1987, by examming the distributions records in the CRSP NYSE stock master file for 
381 firms. Results of the study showed that considerable evidence existed to support 
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the hypothesis that the payments of dividends provided information that helped 
investors and analysts to value the firm, variance of actual earnings increased after 
dividend omissions because dividends had no effect on earnings, evidence was also 
consistent with information transmissions. Study also reported a negative association 
between stock price reactions to omission announcements and changes in beta but no 
changes in total \'ariance consistent with increases in priced estimation risk. 
Mahapatra and Panda (1995) study covered a period of twelve years from 1977 to 
1989, the sample of study included 43 companies belonging to three industries 
namely cotton (17), sugar (15), and paper (11). They concluded that dividend 
decision was primarily governed by cash flow, the impact of cash flow of net debt 
was found to he significant in the paper industry, liquidity factor was found to be 
significant in cotton industry. However, the impact of investment demand and share 
price on dividend decision was not established by the study. 
Garg, Nagpal and Verma (1996) in their study identified the factors which 
determined dividend payments trend in the Indian textile industry covering a period 
of eleven years from 1980 to 1990 and identified the factors which affected the 
payment of di\'idend in 44 companies from textile industry. They found that capital 
structure, liquidity and profitability were the factors that determined the dividend 
payments in sample companies. With improved capital base, liquidity and 
profitability, tiie dividend payments increased, sound capital structure, better position 
of liquidity and improved profitability contributed higher dividend payments in the 
sample companies. 
White (1996) examined the use of dividend provisions in executive compensation 
contracts to influence the dividend policy, he constructed a sample of 62 firms with 
largest companies in oil and gas, defence/ aerospace and food processing industries, 
compensation data was collected for the period 1981 to 1985. The results indicated 
that the existence of a dividend incentive in the compensation plan was positively 
associated with the higher dividend payouts and yields, and higher annual changes in 
dividend levels evidence also indicated on firms characterisfics with the use of a 
compensation contract with a dividend provision. Results were consistent with the 
theory that firms links compensation incentives to dividend payments to reduce 
conflicts between shareholders and management over dividend decisions. 
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Angelo. Angelii and Skinner (1996) studied the signaling content of manager's 
dividend decision of 145 NYSE firms whose annual earnings declined after nine 
years or more consecutive years of growth by employing a variety of models 
specifications and favorable dividend actions to asses the empirical importance of 
dividend signaling in sample. The study covered a period from 1980 to 1987.Results 
of the study showed virtually no support for the notion that dividend decisions helped 
identify firms v,ith superior future earnings, dividend tended not to be reliable signals 
of behavioural biases leading managers to over estimate future earnings when growth 
prospects fade, managers made only modest cash commitments when they increased 
dividends undermining the reliability of such signals. 
Mishra and Narender (1996) analysed the dividend policies of 39 state owned 
enterprises in India for the period 1984 to 1994. They found that earning per share 
was a major factor in determining the dividend payouts of state owned enterprises. 
Benartzi, Michaely and Thaler (1997) investigated the implication that changes in 
dividends have information content about future earnings of the firms by collecting 
data that traded on NYSE for at least two years during the period 1979-1991 
excluding foreign companies from the sample. Results of the study gave a limited 
support to the implication, firms that increased dividend in year 0 experienced 
significant earnings, increased in year -1 and 0 but showed no subsequent unexpected 
earnings growlh, size of dividends increased did not predicted future earnings. Firms 
that decreased dividends in year 0 experienced a reduction in earnings in year 0 and 
in year -1 bul they showed significant increases in earnings in year 1, however 
consistent with the Lintners model on dividend policy, firms that increased dividends 
were less likel> than non changing firms to experience a drop in future earnings thus, 
their increase in concurrent earnings can be said to some what permanent. 
Amihud and Morgan (1997) examined the reaction of stock prices to announcement 
of dividend changes made during the period from 1988 to 1992 by 200 companies 
whose stock \vere traded on frankfurter borse. Dividend amiouncement of sample 
companies were gathered from the online database. For studying stock price 
reactions to dividend announcements, they examined cumulative excess return on 
days -1 and 0, 0 being the announcement day. Results of the study showed that stock 
price reactions to dividend announcement news in Germany was found to similar to 
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that found in L S A, this suggested that there are other reasons beyond taxation that 
make dividends informative. 
Jam and Kumar (1997) study included a sample of 96 companies (public limited) 
listed on BSE covering a period of 12 years from 1984 to 1995. Results showed that 
majority of Indian firms followed stable dividend policy following approach similar 
to Lintners model empirical evidence suggested that sample firms had dividend 
payout ratio of much less than 50% for entire period of study, the ratio declined to 
40% in post liberalization trend (1991 to 1995). Study brought out industry wise 
variations contrary to expectations, the power industry being public utility as having 
stable earnings patterns likely to have high dividend payout ratio, the study showed 
that it had the lowest dividend payout ratio. 
Seifert (1997) studied the international evidence concerning whether there was 
significant market adjusted earnings changes associated with large dividend changes. 
Study covered a period from 1983 to 1994 including USA, UK, Germany, France, 
Canada and Australia, a total of 2553 firms were analyzed of these countries. Study 
found that there were significant earning changes right around the time of dividend 
changes, there was some support for Lintners contention that permanent earnings 
changes preceded dividend changes and little support for the signaling hypothesis 
that dividend changes foreshadow continual significant earning changes, the pattern 
of adjusted earning changes in the foreign countries was generally similar to that 
found in the IJ SA. 
Narsimhan and Asha (1997) examined the impact of dividend tax on dividend policy 
of companies. They observed that the uniform tax rate of 10% on dividend as 
proposed by the union budget of 1997-98 altered the demand of investors in favour 
of high payouts instead of low payouts as capital gains were taxed at 20% percent in 
the same period. 
Lamont (1998) identified the dividend payout ratios forecasting ability to assets 
returns for the period from 1947 to 1994, using stock returns, prices, dividend per 
share and quarterly earnings per share, which all corresponded to the S&P composite 
index since historical quarterly earnings data for the index were available. The study 
concluded that aggregate dividend payout ratio forecasted excess returns on both 
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stocks and corporate bonds in post war US data, higher dividends forecasted higher 
returns v\/hereas higher earnings forecasted lower returns. The correlations of 
earnings with business condition gave them predictive power for returns as they 
contained information about future a return that was not revealed by other variable, 
dividend, and earnmgs contributed substantial explanatory power at short horizons, 
for long horizons returns only stock price mattered. 
Dwenter and Warther (1998) compared the dividend policies of USA and Japanese 
firms and examined the correlation between dividend changes and stock returns. The 
study included a sfrnple of 420 US firms and 194 Japanese firms from period starting 
from 1982 to 1993, from US compustat database and from global vantage database. 
Results of the study were consistent with the joint hypothesis that Japanese firms 
particularly keitritsu member firms faced less information asymmetry and fewer 
agency conflicts than US firms and the information asymmetry or agency conflicts 
after dividend policy and also Japanese firms experienced smaller stock price 
reactions to dividend omissions and initiations. 
Mohanty (1999) studied the dividend behaviour of more than 200 companies paying 
dividend. He examined whether the companies offering bonus issue have been able 
to generate greater returns for their shareholders than those that have not offered any 
bonus issue but maintained a steadily increasing dividend rate. The period of study 
was from 1982 to 1996. He concluded that most of the companies did not maintain a 
constant payout ratio, most of the companies rewarded their shareholders by offering 
a bonus issue, in most cases dividend rate did not fall proportionately. Hence, the 
cash dividend paid to shareholders increased after a bonus issue, most of the 
companies were able to maintain the dividend rates after the bonus issue rate. 
Conroy, Eades and Harris (2000) studied the pricing effects of dividends and 
earnings announcements in Japan by studying Japanese companies listed on Tokyo 
stock exchange with fiscal year ending over the period 1988 to 1993 as period of 
study. Study revealed that share prices reactions were significantly affected by 
earnings surprises, especially management forecasted next year earnings, the 
informational content of dividends was marginal and restricted to announcements of 
next years dividends and consistent with MM dividend irrelevance prepositions, 
current dividend surprises had no material impact on stock prices. 
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Allen. Bernardo and Welch (2000) explained why some firms preferred to pay 
dividends rather than repurchase shares. The period of study was from 1973 to 1983 
and from 1984 to 1988 involving 1000 US firms. The results of the study showed 
that when institutional investors were relatively less taxed than individual investors, 
dividend induced ownership clientele effect, firms which paid dividends attracted 
relatively more institutions which helped in knowing high quality firms and ensured 
that firms were well managed. 
Naranjo, Nimalendran and Ryngaert (2000) investigated empirical facts about ex day 
abnormal returns to high dividend yield stock that were potentially subjected to 
corporate dividend capture, they replicated and extended the results of Eades et.al 
through 1994. 
Results of the 'study revealed that average abnormal ex dividend day returns were 
found to be uniformly negative in each after introduction of negotiated commission 
rates and that time variation in ex day returns during the negotiated commission rates 
era was consistent with corporate tax based dividend capture, ex day returns were 
more negative v/hen the tax advantage to corporate dividend capture was greatest and 
more positive when it increased in transaction cost and risk reduced incentives to 
engage in corporate tax based dividend capture. 
Baker and Powell (2000) investigated the view of corporate managers of major US 
firms about the factors influencing dividend policy using a sample of 603 US firms 
listed on NYSE. Findings of the study revealed that the most important determinants 
of a firm's dividend policy were the level of current and expected future earnings and 
the pattern of or continuity of past dividends. The most important factor influencing 
dividend policy in 1983 survey was highly similar to the current survey of 1997, this 
showed that key determinants of dividend policy remained remarkably same or stable 
over period of time. Finally industry type influenced the importance that respondent 
placed on some determinants of dividend policy. 
.Igannathan, Stephens and Weisbach (2000) measured the growth in open market 
repurchases and the manner in which stock repurchases and dividend were used in 
the US corporations for the period from 1985 to 1996. Resuhs showed that stock 
repurchases and dividends were used at different times from one another by different 
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kind of firms, stock repurchases were very pro cyclical while dividend increased 
steadily over time. 
Dividends were paid by firms with higher permanent operating cash flows while re 
purchases were used by firms with temporary non operating cash flow, repurchasing 
firms had much more volatile cash flows and distributions and firms re purchased 
stock following poor market performance and increased dividends following good 
performance. 
Porta, Silanes, Shleifer and Vishny (2000) identified some of the basic elements of 
the agency approach to dividends to understand its key implications and to evaluate 
them. The sample consisted of 4,103 firms from 23 countries from 1989 to 1994 for 
computing dividend payout ratios and sales growth rates.The results of the study 
suggested that the agency approach was highly relevant to understand the corporate 
dividend policies around the world, study found consistent support for the out come 
agency models of dividends, there was no conclusive evidence on the effect of taxes 
on dividend policies. Despite the possible relevance of alternative theories firms 
appeared to pay out cash to investors because the opportunities to misinvest it were 
in part limited by the law. 
Kumar (2001) studied the association between corporate governance and the 
dividend payout policy for a panel of Indian corporate firms covering a period from 
1994 to 2000. He explained the differences in the dividend payout behaviour of the 
firms with the help of firm's financial structure, investment opportunities, and history 
of dividends, earnings trend and the structure of ownership. Results of the study 
revealed that there was a positive association of dividends with earnings and 
dividend trends. Debt equity ratio was negatively associated whereas past investment 
opportunities exerted a positive impact on dividend ownership by corporates and 
directors were positively related with dividends payouts levels and corporate 
ownership was negatively related in square, institutional ownership had inverse effect 
on dividends in comparison to corporate ownership in levels as well as in its squares. 
There was no evidence in favor of association between foreign ownership and 
dividend payout growth. 
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Fama and French (2001) studied the issue of lower dividends paid by companies over 
the period from 1973 to 1999 and the factors responsible for the decline. In particular 
they analysed whether the lower dividends were the effect of changing the company 
characteristics or due to the low propensity to pay on the part of companies. They 
found that the proportion of companies paying dividend dropped from a peak of 66.5 
percent in 1978 to 20.8% in 1999, they attributed this decline to the changing 
characteristics of companies. 
Nisssim and Ziv (2001) investigated the relationship between dividend changes and 
future profitability, measured in terms of either future earnings or future abnormal 
earnings, the sample consisted of 100666 observations comprising 811 dividend 
decreases. 13221 dividend increases and 86634 no change observations from period 
1963 to 1998. From the study it was concluded that it supported the information 
content of dividend hypothesis, so dividend changes provided information about the 
level of ])rofitability in subsequent years incremental to the market and accounting 
data, study also documented that dividend changes were positively related to earning 
changes in each of two years after the dividend change. 
Barker, Veit and Powell (2001) study reported the results of a 1999 survey of 
NASDAQ listed firms and was based on 188 usable responses. Findings of the study 
showed that managers of NASDAQ firms took dividend decisions consistent with 
listed firms, there was a significant difference between manager's responses of 
financial and non financial firms on nine of the twenty two factors, and this implied 
the presence of industry effects on dividend policy decisions. 
Fama and French (2002) estimated the equity premium using dividend and earnings 
growth rates to measure the expected rate of capital gain, the study covered a period 
from 1951 to 2000. Estimates for 1951 to 2000 were much lower than the equity 
premium produced by the average stock return of 7.43%, evidence suggested that the 
high average return from 1951 to 2000 was due to the decline in the discount rate that 
produced a large unexpected capital gain. Infact study mainly concluded that the 
average stock return of the last half century was lot a higher then expected. 
Reddy (2002) examined the dividend behaviour of Indian corporate firms and 
attempted to explain the observed behaviour with the help of trade off theory and 
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signaling hypothesis, the study covered a period from 1990 to 2001. Results of the 
study revealed that percentage of companies paying dividends declined and only few 
firms consistently paid the same level of dividend, further companies which paid 
dividends were more profitable and large sized. 
Analysis of influence of changes in tax structure on dividend behaviour showed that 
tax preference theory do not hold good in Indian context, signaling hypothesis 
supported earlier findings that dividend omissions had information content about 
future earnings. Non extreme dividend events showed that current losses were 
important determinant of dividend reductions for firms with good track record and 
incidence of dividend reductions is more for Indian firms as compared to firms traded 
on NYSE. Further dividend changes appeared to signal contemporaneous and lagged 
earnings performance rather then future earnings performance. 
Baker, Powell and Veit (2002) examined theoretical and empirical research on 
dividends and share repurchases as they are the principal mechanisms by which 
corporations disbursed cash to their shareholders, by surveying 642 top financial 
executives, to know their view about their firms share repurchases from the period 
1998 to 1999, based on 194 responses from managers of firms engaged in open 
market repurchases. The results of the study showed that highly cited reasons for 
repurchasing of common stock were highly consistent with the signaling hypothesis. 
Kumar (2003) studied the payout behaviour of dividends and the association of 
ownership structure for Indian corporate firms for the period from 1994 to 2000. 
Sample of study consisted of 2575 firms. The results of the study consistently 
supported the potential association between ownership structure and dividend payout 
policy, ownership structure doesn't influence the dividend payout policy informally, 
study supported the hypothesis that interest alignment between different class owners 
is one of the most important factor influencing the dividend payout. 
Aivazian, Laurence and Cleary (2003) examined the dividend behaviour / policy of 
companies in eight emerging markets of Korea, India, Malaysia, Thailand, 
Zimbabv^e, Jordan, Turkey and Pakistan, to the policies adopted by 100 USA firms 
over the period from year 1980 to 1990. Results of the study revealed that it was 
more difficult to predict the dividend changes from these emerging market firms. 
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regression results suggested that current dividends were much less sensitive to past 
dividends then for USA firms. Results supported the premise that institutional 
structures of the developing emerging market countries make corporate dividend 
policy a less viable mechanism for signaling future earnings and for reducmg agency 
cost than for USA firms operating m capital markets. 
Arnott and Asness (2003) investigated whether dividend policy as observed in the 
payout ratio of US equity markets portfolio forecasts aggregate earnings growth 
using three sources of dividend yield and stock total return data generating a history 
of the EPS of the S&P 500 index. 
The result strongly suggested that expected future earnings growth was fastest when 
current payout ratios were high and slowest when payout ratios were low. The study 
further contradicted the view of many who believed that substantial reinvestment of 
retained earnings will lead to fast future earnings growth, rather it was consistent 
with earlier beliefs of managers signaling their earnings expectations through 
dividend and findings offered challenge to market observers who viewed low 
dividend payouts of recent fimes as a sign of strong future earnings to come. 
Dhaliwal, Erickson, Frank and Banyi (2003) evaluated the models used by Harris and 
Kemsley (1999), Harris (2001) and Collins and Kemsley (2000) and to investigate 
their empirical results. They demonstrated that the models stated above were flawed 
and showed that their interpretation of data was incorrect, finally they found that after 
controlling for market to book ratio, Harris and Kemsley first main result vanished. 
In total they rejected earlier models conclusion that equity prices were discounted for 
shareholders dividend taxes on retained earnings. 
Hanlon, Myers and Shevlin (2003) analyzed the Harris and Kemsley extended 
Ohlson model and evidence. Study questioned the results and interpretations of the 
result of HK model that how taxes were capitalized and to what extent taxes were 
capitalized into share values. Study clarified that the model tests and resuhs in HK 
model were not direct evidence of tax capitalization as tax capitalization was the 
effect of taxes on prices when current prices were lower than they otherwise would 
be because of future explicit taxes on those assets. The results concluded that the HK 
model was flawed regarding dividend tax capitalizafion. 
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Anand (2004) analyzed the results of 2001 survey of 81 CFOs of BT 500 companies 
and Its most valuable PSUs in India to find out the determinants of dividend policy 
decisions of corporate India using factor analytic framework. The study sampled a 
large cross section of 474 private sector and top 51 public sector firms of corporate 
India based on market capitalization. Results concluded that findings on dividend 
policy were in agreement with Lintners study on dividend policy. Dividend policy 
was used as a signaling mechanism to convey informafion on present and future 
prospects of the firm and thus, affected its market value. Management of corporate 
India considered investors preference and shareholders profile when designing the 
dividend policy. 
Pandey and Bhatt (2004) examined the dividend behavior of Indian companies using 
GMM eslimator covering a period from 1989 to 1997, sample size was of 571 firms 
in manufacturing sector. Their study concluded that Indian firms were having lower 
target payout ratios and higher adjustment factors, restricted monetary policies had a 
significant influence on dividend behavior of Indian firms causing 5 to 6% reduction 
in the payout ratio. The significance of macro economic policy variable suggested 
that monetary policy restrictions do have a impact on cost of raising funds and the 
information asymmetry between lenders and borrowers increases, that forced 
companies to reduce their dividend payout. 
Koch and Sun (2004) examined whether the market interpretated changes in 
dividends as a signal about the persistence of past earning changes, they empirically 
investigated whether changes in dividends alters investors assessments about the 
valuation implications of past earnings. They tested their hypothesis on a sample of 
changes to regular quarterly cash dividends made after 1983 by NSE, AMEX and 
NASDAQ firms include in the 2001 compustat quarterly files and the 2001 CRSP 
files. Results of their study confirmed the hypothesis that changes in dividend caused 
investors to revise their expectations about the persistence of past earnings changes 
and this effect varied predictably with the magnitude of dividend change and the sign 
of past earning change. 
Sarma and Panda (2005) study was based on the data published in the RBI bulletin 
and covered a period from 1969 to 1999. The study concluded that financial variables 
i.e. profits, capital structure, sales change and lagged dividend showed significant 
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results where as the investment demand didn't since, the estimates might had biased 
due to the presence of the lagged dependant variable as one of the explanatory 
variables. 
Reddy and Nath (2005) examined the dividend behaviour of Indian corporate firms 
in an emerging niarket (India) by identifying characteristics of dividend payers from 
the period from 1991 to 2001. Findings of the study revealed that the percentage of 
companies which paid dividends declined from over 57% in 1991 to 32% in 2001 
and that only a few firms paid regular dividends, even though regular payers 
consistently paid higher dividends then did other firms, on average Indian firms 
became less likely to pay dividends by end of century. Dividend paying companies 
were likely to be larger and more profitable than non paying companies. Finally 
growth opportunities didn't significantly influence the dividend policy of Indian 
firms. 
Sen and Viswanaths (2005) work on dividend theories used data on variables such as 
dividend payout ratio and dividend yield to investigate theories of earnings payout. In 
their study they suggested that, at least in some cases, it was more appropriate to look 
at earnings retention rather than the more common dividend variables. As an 
example, test of investment opportunifies hypothesis in context of deregulafion in the 
utilities industry was taken. The investment opportunities hypothesis predicted that 
firms will reduce their dividend payouts in order to pay for these investments, the 
evidence from dividend based quantities was ambiguous and it was found that firms 
have clearly increased their earnings retention. 
Brav, Graham, Harvey and Michaely (2005) surveyed and interviewed financial 
executives to learn how dividends and repurchase policies were determined. All total 
the survey covered 256 public companies and 128 private firms. 
Findings indicated that maintaining the dividend level was on par with investment 
decisions while repurchases were made out of the residual cash flow after investment 
spending, perceived stability of future earnings still affected the dividend policy as in 
Lintner works, however 50 years later the link between dividends and earnings had 
weakened, managers favored repurchases then dividends, in general management 
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view provided little support for agency signaling and clientele hypothesis of payout 
policy and tax consideration played a secondary role. 
Sharma (2006) studied the dividend trends of selected Indian firms to find whether 
Indian companies pay dividends or not, to judge the applicability of dividend 
relevance school of thought as far as corporate dividends trend was concerned and 
made an attempt to judge the applicability of tax effect theory in Indian context. 
Dividend behaviour of selected Indian companies was analysed from the period 1999 
to 2005 with the help of signaling hypothesis and tax effect theory. The resuhs of the 
study showed that firms which paid dividends during the study period followed 
continuous progressive trend, level of dividend payout increased substantially. Study 
didn't hold good for the tax effect theory as analysis showed mixed results therefore, 
not applicable to selected Indian firms thus, indicating that change in tax structure 
does not have substantial effect on the dividend behaviour of firms. 
Singhania (2006) studied the various determinants of equity share prices with 
reference to Indian stock market. The period of study was from 1997 to 2004, using a 
sample size of 239 companies. Her study concluded that mean values showed that 
during the period 1997 to 2004, the market price was lower due to various 
uncertainties prevailing at that time in country. Correlation analysis showed positive 
significant association of only price earnings ratio with market price. Book value, 
dividend cover dividend per share, earning per share and growth were positive but 
insignificant, there was negafive insignificant association of yield with market price. 
Regression analysis depicted that book value, DPS, EPS and PE ratio were 
significant determinants whereas dividend cover and yield were insignificant with 
negative value, growth remained insignificant but with positive value, thus, PE ratio, 
book value and dividend cover were the variables which contributed the most in 
determining share prices followed by DPS and yield. 
Sharma and Singh (2006) studied the empirical relationship of explanatory variables 
namely dividend per share, earnings per share, price earning ratio, book value per 
share, size cover, return on capital employed and payout ratio on market price of 
shares in the post reform era. 160 companies were selected to study relationship 
between dependant and independent variables for the period from 2000 to 
2005.Results of the study revealed that earnings per share and book value per share 
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were important determinants of share prices. Dividend per share was also a 
significant determinant of share prices, price earning ratio reflected investors 
expectations of growth in firm's earnings that varied from industry to industry, a high 
dividend rate helped in increasing market price and resulted in capital appreciation to 
shareholders. 
Amidu and Abor (2006) examined the determinants of dividend payout ratios of 
listed companies in Ghana. Study period was from 1998 to 2003 and in all 22 
companies that accounted for 76% of listed companies of the country were included 
in the sample. The study indicated a positive relationship between dividend payout 
ratio, profitability, cash flow and tax. Results also showed negative associations 
between dividend payout and risk, institutional holding and market to book value, 
these variables were found to be significant. 
Singhania (2007) analysed the dividend policy of 590 companies for a period from 
1992 to 2004. Results of the study showed that companies declaring dividend over 
the period of study declined. However, average dividend per share increased 
significantly, average dividend payout ratio showed a volatile trend during 1992-
2004 whereas average dividend yield showed consistent upward trend throughout the 
period of study from, change in tax regime was one of the possible reason for 
increase in dividend payout ratio, industry wise analysis revealed wide variations in 
dividend policy of firms. 
Chander, Sharma and Mehta (2007) studied the informational efficiency for dividend 
announcement and measurement criteria in the Indian stock market for 188 events of 
dividend announcement for group A listed stock of BSE, period of study was from 
2004 to 2005. The resuhs showed consistent incidences of average abnormal returns 
for CAPM around dividend announcement, indicating over expectations of investors 
regarding dividend announcement in information leakage phase, market efficiency 
was endorsed validated across all measurement criteria to show informational 
efficiency of Indian stock market. Study results inferred that dividend income being 
marginal constituents in return propagation doesn't inspired much the enthusiased 
investors in rising capital markets. 
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Bechmann and Raabelle (2007) investigated stock dividends and stock splits on the 
Copenhagen stock exchange of Denmark listed on CSE from year 1995 to 2002 were 
identified, information on stock dividends and stock splits was obtained for 131 
observations. The main findings of the study was that the announcement effect of 
stock dividends as well as stock splits was closely related to changes in firms payout 
policy but relationship differed for two type of events, a stock dividend implied an 
increase in nominal share capital and hence a decrease in retained earnings and firms 
that announced stock dividend financed their growth entirely through debt and 
retained earnings and on the other hand firms not announcing stock splits separately 
when a firms payout policy was controlled for. 
Rashid and Rehman (2007) studied the relationship between dividend policy and 
stock price volatility. Study covered a period from 1999 to 2006, the sample 
consisted of 104 non financial firms listed on Dhaka stock exchange, a total of 554 
observations were made depending on availability of company armual reports. Study 
identified that there was an evidence of positive but non significant relationship 
between stock price volatility and dividend yield, share price reaction to the earnings 
announcement was not similar to that of other developed countries therefore the 
managers didn't employed the dividend policy to influence their stock risk. 
Pal and Goyal (2007) attempted to give a focused overview of the important dividend 
theories and to identify the lead factors that determined the dividend behaviour with 
reference to Indian banking industry using various econometric techniques. Study 
covered a period from 1996 to 2006, a total of 39 banking companies on NSE were 
selected for analysis. From the study h was concluded that lagged dividend, profit 
after tax, interest were the most important factors affecfing the dividend decision of 
banking industry whereas capital expenditure was not important, target payout ratio 
decreased from 44% in 2005 from 71% in 1996, overall Indian banking industry 
followed a stable dividend policy. 
Bodla and Kumar (2008) examined corporate dividend behaviour in Indian context 
through Lintners model to understand and analyse the determinants of dividend in 
India. The period of study was from 1991 to 2006, sample of study varied from 441 
to 461 in various years. The study concluded that the results of the study were in line 
with Lintners model, it was also found that corporates in India preferred stable 
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dividend policies rather than erratic dividend poHcies. The study also showed that 
lagged dividends, current earnings and cash flow were the important factors affecting 
dividend decisions of the industry. 
Anil and Kapoor (2008) analysed the determinants of dividend payout ratio in Indian 
information technology sector and also focused to identify whether various factors 
available as per literature influenced the dividend payout ratio in IT sector in India in 
existing scenario or not. Study covered a period from 2000 to 2006.The study 
concluded that existing variable as per available literature didn't explained the 
dividend payment pattern of IT sector, liquidity and beta were found to be important 
determinants, IT firms easily released funds for dividend payments as they don't 
required huge capital asset base like manufacturing companies. IT firms have high 
liquidity and it was an important determinant of dividend payout ratio, profitability of 
IT companies was found to be high therefore they were able to pay huge dividends 
even if there was year to year variability in earnings of the firms. 
Mougue (2008) tested for linear and non linear causality between dividends and 
investments using both firm specific and aggregate data for a sample of 417 firms 
over the period from 1962 to 2004. Study showed that empirical relation between 
dividends and investment decision was more complex than prior studies discovered, 
there was no linear relation between dividends and investments using aggregate data. 
Study found storing evidence of non linear relations between two decisions using 
both firmi specific and aggregate data. 
Azhagaiah and Priya (2008) analyzed the impact of dividend policy of shareholders 
wealth in organic and inorganic chemical companies in India from year 1996 to 
2006, sample consisted of 28 companies from BSE. The results showed that the 
wealth of shareholders was greatly influenced by mainly 5 variables that were growth 
in sales, improvement of profit margin, capital investment decision, capital structure 
decision and cost of capital. There was a significant impact of dividend policy on 
shareholders wealth in organic companies while the shareholders wealth was not 
influenced by dividend payout as far as inorganic companies were concerned. 
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Daniel, Denis and Naveen (2008) examined whether firms managed earnings to meet 
dividend thresholds, their investigations in part was motivated by the observation that 
dividend restrictions were among the most common covenants in debt contract, 
sample consisted of S&P 1500 firms listed on compustat database for the period 1992 
to 2005. Findings of the study implied that firms viewed expected dividend levels as 
important earning thresholds. Dividend paying firms tend to managed earnings 
upward when their earnings would otherwise fall short of expected dividend levels, 
earnings management behavior appeared to significantly impact the likelihood of a 
dividend cut. 
Baker, Dutta and Saadi (2008) surveyed managers of the firms listed on the Toronto 
stock exchange about their views on dividends, perception of factors that influenced 
dividend policy differ between managers of financial and non financial firms. 291 
Canadian firms were included in the sample from period 2001 to 2004. 
Results concluded that industry classification affected how managers viewed 
statements about the dividend pattern, dividend setting process, dividend policy and 
firm value, residual dividend theory and explanation for paying dividends. Study also 
found weak, if any multinational operations effect on managers perception on 
dividend, study also guided researchers investigating dividend to position the data by 
industry type and perhaps other firms' characteristics to better understand the 
dividend puzzle. 
Bhayani (2009) studied the dividend payout policies of Indian companies, based on a 
sample of BSE sensex. 30 companies were selected as sample for the study, covering 
a period from 1996-97 to 2006-07. He also carried out regression analysis to study 
the impact of profitability, liquidity and size of business on dividend payout. The 
results of the study concluded that dividend policies of Indian companies were highly 
influenced by profitability and liquidity of the firm, selected companies paid a 
constant dividend and followed stable dividend policies. The major companies 
followed a conservative dividend policy i.e. retained earnings gave higher returns and 
resulted in higher value of the firm. 
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Magni and Pareja (2009) underlined that potential dividends that were not distributed 
but invested in liquid assets should be ignored in the valuation of firms because only 
distributed cash flows add value to shareholders, their study supported the hypothesis 
that firm valuation with potential dividends overstated the actual value of firms 
equity, in consistent with De Angelo and De Angelo (2006 and 2007).Study 
underlined that cash flows created value for shareholders only if they were 
withdrawn from the firm and the use of potential dividends may lead to 
contradictions. Therefore, cash flows to equity shareholders should be included. 
Nnadi and Akpomi (2009) studied the impact of taxes on the dividend policy of 
banks in Nigeria using Pearson's moment correlation in analyzing research questions 
while standard multiple regression was applied in testing the hypothesis, these banks 
were quoted on the Nigerian stock exchange, finally 3 banks were selected for study. 
The study showed that there exists a significant correlation between taxes and 
dividend structure of the banks and also suggested that profit was a major variable in 
the formation of dividend policy of the organizations, this was supported by the 
hypothesis which showed significant effect of profit on dividend and a positive 
correlation between profit, tax and dividend. 
Ahmed and Javed (2009) studied the dynamics and the determinants of dividend 
payout policy of 320 non financial firms listed on Karachi stock exchange for the 
period from 2001 to 2006. The results consistently supported that Pakistani listed non 
financial firms relied on both the change in dividends and change in net earnings, 
dividends tend to be more sensitive to current earnings than prior dividends. 
Furthermore, ov/nership concentration and market liquidity had positive impact on 
dividend payout policy, market capitalizafion and size of the firm had a negative 
impact on dividend payout policy, which clearly showed that firms preferred to 
invest in their asset rather then to pay dividends to their shareholders. 
Chay and Soh (2009) used worldwide firm level data to evaluate the importance of 
cashflow uncertainty as cross sectional determinant of corporate payout policy. 
Sample comprised of 5000 firms from seven major countries (USA, UK, France, 
Germany. Canada, Australia and Japan) over the period 1994 to 2005. 
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x:'-,-.:,,,..^ ^ Results of the study showed that across countries, cash flow^Srcgrt^ty as proxied 
by stock return voIatiUty had a negative impact on the amount of dividends as well as 
the probability of dividends, the impact of cash flow uncertainty on dividends was 
generally stronger than impact of other potential dividends of dividend payout policy. 
Study also found that effect of cash flow uncertainty on dividends was distinct from 
the effect of a finns financial lifecycle stage. 
Parua and Gupta (2009) study attempted to find out the trends in dividend payment 
and determinants of dividend decision of 607 BSE listed Indian companies for the 
period from 1993 to 2005. Results of the study showed that number of non payers 
and low payers of dividend increased, average dividend payments increased 
continuously, average dividend payment for the last three years was most consistent 
and significant determinant of dividend payment, current, past, expected future 
profits have a significant role to play in rate of dividends. Cash flow and cash 
position had a significant negative relationship with only dividend rate, interest 
expenses, capital expenditure, tax ratio and behaviour of share price had almost no 
role in the matter of dividend payment, the stability of dividend was the primary 
concern for the managers at time of taking dividend decision was upheld. 
Hussin, Ahmed and Ying (2010) study focused on the announcement effect of both 
dividend and corporate earnings on stock prices to examine the evidence of semi 
strong form efficiency in Malaysian stock exchange, a sample of 120 companies 
listed on main board of Bursa Malaysia that announced final dividends were selected 
and period of study was from r ' January 2006 to 30"^  November 2006. The results of 
the study supported the information content of dividend theory, study also concluded 
that both dividends and earnings played a significant role as signaling effects of the 
future prospects of the firms with dividend effects providing to be significantly 
stronger than earning effects, the results provided some evidence of semi strong form 
efficiency in the Malaysian stock market where stock prices adjusted in efficient 
manner to dividends and earnings announcements. 
Kirkulak and Kurt (2010) examined the dividend payment decision of publicly 
owned firms listed on Istanbul stock exchange from the year 1991 to 2006, sample 
included companies quoted on ISE that had at least 5 years of accounfing data, cash 
dividends were examined in the sample. Findings of the study suggested that firms 
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with large current earnings were primary determinant of the dividend payment 
decision whereas debt had no significant effect on dividend payment decision 
whereas high growth potential of firms does have. Percentage of net dividend payers 
decreased contrary to developed markets. There was no evidence of high dividend 
concentrations for recent years, first mandatory dividend payment regulation pushed 
firms to create alternatives to lessen their liquidity problem and some of the firms 
collected the distributed dividends back through right issues. 
Sedzro (2010) studied the market responses to four cash payouts methods and also 
investigated the reasons why firms choose one payout form over other. Sample size 
of study consisted of firms listed on NYSE and AMEX during 1985 to 2003. The 
four cash payouts methods included regular dividend increases, special dividends, 
tender offer repurchases and open market repurchases. The results showed that 
various forms of payouts were equally effective, provided the form was properly 
chosen, repurchases were more efficient for erasing larger stock undervaluation 
whereas dividends were best for mitigafing agency problems. 
Lukose PJ and Flao (2010) examined the market reaction to dividend changes using 
Indian deita and the relevance of signaling models which explained the valuation 
effects associated with dividend changes. Study used a large sample of firms listed 
on BSE v i^th the data available on CMIE prowess database. Results found significant 
wealth effects around dividend changes as proposed by the signaling models, there 
was a strong relationship between dividend changes and profitability during the year 
of dividend change, firms which omitted dividend had large increase (decrease) in 
earnings in the year of change compared to moderate change in earnings in case of 
dividend increasing (decreasing) firms, dividend changes contained no information 
about future earnings in the subsequent years. 
From the review of above mentioned earlier studies on dividend, 
dividend policy and its various related aspects, it is evident that the subject of 
dividend and its related aspects have been extensively researched or studied in India 
and abroad highlighting the importance, role etc dividend has for companies. 
However, it is seen from the review of literature above that very few or infact no 
studies in India and abroad tried to study or focus on the impact retained earnings has 
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on dividend policy of companies in India and foreign which infact is an essential area 
to be looked upon. 
2.3 Research Gap 
On the basis of review of literature of earlier studies carried out in India and foreign 
in the present research study, the following research gaps have been identified. 
• It is evident that most of the studies by researchers in India and abroad mainly 
studied the dividend and its related aspects ignoring the retained earnings aspect 
which infact is an important area need to be studied. 
• Most of the earlier studies relating to retained earnings in India and abroad 
studied only the importance, impact etc of retained earnings and very few studies 
on its determinants. As far as India is concerned, no particular study tried to find 
key financial variables of retained earnings and their impact in Indian corporate 
sector independently. 
• The studies which were undertaken on retained earnings focused on its various 
aspects like its impact on dividend, shares etc but didn't try to identify the 
important variables that affects the retained earnings of companies. 
• Most of the earlier studies highlighted that the companies are most affected by 
their dividend decision however it is not true as the dividend decision of 
companies are also dependant on the retained earnings because distribution of 
dividends is affected by the retained earnings also. 
• The earlier studies in India and foreign mainly concentrated on dividend aspect, 
they didn't tried to explain the relation of dividend with retained earnings i.e. 
how the retained earnings impact the dividend policy of companies. 
• A lot of earlier studies in India and foreign have been undertaken mainly on the 
dividend aspect which to an extent have resulted in repethion of studies in the 
area of dividend decision resulting in similar type of results. 
Therefore, from the above mentioned research gap, the present research study is 
aimed to find out or identify which are the most important financial variables that are 
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important determinants of retained earnings and which have impact on retained 
earnmgs of selected sectors companies under study. Besides, the present study also 
tries to find the importance of retained earnings as source of finance for companies 
and the impact of retained earnings on dividend policy of companies. 
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CHAPTER THREE 
3.1 Introduction 
In this chapter, the methodology of research is presented. This section explains the 
objectives of the study, period of study, sample size, database, statistical tool, and 
development and testing of hypotheses for the study. 
3.2 Scope of the Study 
The study aims to identify the determinants of retained earnings in profitable companies 
of five identified sectors in India for a time period of sixteen years i.e. 1995-96 - 2010-
11 .The sectors chosen for the study are pharmaceutical sector, steel sector, cement sector, 
petroleum sector and textile sector. 
3.3 Objectives of the Study 
The study is undertaken to meet the following objectives: 
1. To identify the determinants of retained earnings in profitable companies of 
different selected sectors and to determine the determinants for overall sectors on 
overall basis. 
2. To study the differences among the determinants of retained earnings in different 
selected sectors. 
3. To study the importance of retained earnings as a source of finance for 
companies. 
4. To study the impact of retained earnings on dividend policy of companies. 
3.4 Source of Data 
The study is based on the secondary data collected from the CMIE (Center for 
Monitoring of Indian Economy) Prowess Database, IIM Lucknow (Indian Institute of 
Management Lucknow). 
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3.5 Sample Selection and Period of Study 
The study identified five sectors companies for which the data was collected from the 
CM IE Prov/ess database. The five sectors selected are pharmaceutical sector, steel sector, 
cement sector, petroleum sector and textile sector. The sample size of study consists of 
123 profitable companies for selected five sectors. The period of study ranges from 1995-
96 to 2010-11, i.e. a period of 16 years. 
The technique of selecting the sample of number of companies for selected five sectors is 
systematic random sampling. The number of sample companies in each sector is given 
below as obtained from the CMIE Prowess database. 
Table 3.5.1. List of Sample Companies in Selected Sectors 
Sr. No. 
1-
2-
4-
5-
Sector 
Pharmaceutical 
Steel 
Cement 
Petroleum 
Textile 
Total 
No. of Companies 
24 
27 
24 
24 
24 
123 
The number of sample companies selected for five sectors is based on the following 
criteria. 
a) The necessary financial data required for study is available through out the period 
ofstudy i.e. from 1995-96 to 2010-11. 
b) The number of sample companies selected for five sectors are profitable during 
the period ofstudy. 
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c) The companies are listed on BSE (Bombay Stock Exchange). 
d) The data required for study is available with the CMIE Prowess database (Centre 
for Monitoring of Indian Economy). 
3.6 Technique of Data Analysis 
The data collected relating to the sample companies for five sectors is analyzed using the 
statistical technique of multiple linear regression using SPSS version 19 (Statistical 
Package of Social Sciences). The technique of multiple linear regression has been applied 
primarily to minimize the problem of multi collinearity. This technique of multivariate 
analysis is used because it is the most appropriate tool for evaluating the individual and 
combined effect of a set of independent variables on dependent variable. 
The significance of the coefficient of various explanatory variables is tested at 99% and 
95% level of significance by computing beta (P) and t values. 
3.7 Variables of the Study 
A large number of variables, such as profit after tax, reserves, investments, depreciation 
etc; affects or impacts the retained earnings of companies or retention of their earnings. 
All the possible variables that are believed to shape the behaviour of retained earnings 
have been incorporated in the model. The determinants of retained earnings have been 
ascertained by using multiple linear regression analysis. 
• Retained Earnings (RE): Retained Earnings (RE) has been considered as the 
dependent variable and assuming a linear relationship, the following variables 
have been identified as independent variables. The basis of selection of such 
variables has been either the theoretical logic of exhibiting such relationship. To 
be specific, the following have been considered as independent variable for the 
present study. 
• Profit after Tax (PAT): Profit after Tax is the net profit earned by the companies 
after deducting all expenses like interest, depreciation, taxes. It is the PAT that is 
divided between dividend and retained earnings. Profit after Tax has been 
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considered as an independent variable. This is because of the theoretical logic that 
retained earnings and profit after tax are positively correlated and in addition, 
almost all the studies like Lintner (1956), Smith (1963) and others studies 
conducted on the subject also have considered the same as independent variable. 
• Dividend Paid (DP): Dividend is the portion of the profit after tax which is 
distributed to the shareholders for their investment and risk bearing in the 
company. The amount of dividend paid to shareholders depends on the dividend 
policy pursued by companies. Dividend payment though increases the market 
price of share of companies but payment of dividends reduces the amount of after 
tax profits from which the companies can retain earnings. The amount of dividend 
paid by companies to its shareholders also affects the retained earnings decision 
of companies. Therefore, dividend paid has been considered as independent 
variable for the present study. 
• Reserves (RES): Reserves are the amounts set aside out of profits, it is an 
appropriation of profits or accumulated profits to strengthen the financial position 
of companies businesses, the purpose of maintaining reserves is to redemption of 
liabilities, expansion, to pay dividends. Creation of reserves enables companies to 
overcome difficult financial periods in future as such they retain from profits to 
have adequate level of reserves to meet different financial obligations. Reserves 
of the organization also have an effect on the retention policy, Mahakud (2005). 
Organizations that already have high reserves may not want to retain more. Thus, 
it has been considered as an independent variable. 
• Current Ratio (CR): Current ratio is the ratio of current assets to current 
liabilities, this ratio denotes how much liquid or liquidity company's have to meet 
their financial obligations within short period of time usually one year. A current 
ratio of 2:1 is considered to be an ideal ratio that is there are two current assets to 
pay one current liability. Current Ratio is the ratio of current assets to current 
liability. It indicates how much a company is liquid to pay its current liabilities, 
generally a ratio of 2: 1 is considered ideal i.e. there should be two current assets 
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• 
to one current liability. Therefore, it has been considered as a proxy of liquidity 
and an independent variable. 
Debt Equity Ratio (DER): Debt Equity Ratio is worked out to ascertain the 
soundness of the long term financial policies of the companies. It indicates the 
proportion of debt to equity, debt represents long term loans i.e. debenture, loans 
from financial institution etc. Equity means shareholders funds i.e. equity share 
capital, preference share capital. Debt is considered to be a cheap source of 
finance as tax liability goes down with the payment of interest. In order to take 
full advantage of tax shield, the equity base needs to be strengthened by retaining 
the profits. A high debt equity ratio may induce a company to save more, Mittal 
(1992). As such, debt equity ratio has been considered as an independent variable. 
Investment (INVS): Investment refers to allocation of capital or commitment of 
funds to long term assets that yields benefits in the future. Investments by 
companies also affect the retained earnings decision of companies and companies 
with high increase in investment in fixed assets in the current year are likely to 
retain more, Purohit (1990). As such, it has been considered as an independent 
variable. 
Inventory (INV): Inventory consists of raw materials, finished goods, work in 
progress, spares consumables stock etc. To maintain sufficient level of inventories 
company's needs funds so that production processes are carried on smoothly 
without delay on account of inventories as such retained earnings of companies is 
internal and cheap source of funds which can be used in maintaining an adequate 
level of inventories for companies. Inventory represents stock of finished goods, 
semi finished goods, raw materials, stores, work in progress, spares, tools, 
consumables etc and companies with higher level of inventories in the current 
year are likely to retain more. Smith (1963). Therefore, it is also considered to be 
an independent variable for the study. 
Depreciation (DEP): Depreciation refers to the gradual decrease in the value of 
assets due to wear and tear, use and passage of time. The purpose of depreciation 
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is to retain out of profits, funds for replacement of assets. Depreciation is likely to 
affect the retention behaviour of companies. Depreciation being a charge on profit 
that does not result in the outflow of cash is also likely to affect the retention 
behavior of companies, Rao &Vivekananda (1980). The higher the amount of 
depreciation, the lower is likely to be the retained earnings. Thus, it has been also 
considered to be an independent variable. 
• Cash Flows (CF): Cash Flows refers to the inflows and outflows of cash by 
companies by way of receipts and payments, when companies discharge their 
financial obligations towards its creditors, financial institutions, banks, payment 
of dividends etc there is an outflow of cash of companies which reduces its cash 
position similarly when companies generate cash by way of income, sales, debtors 
etc it increases its cash position. Cash Flow variable is derived from earnings 
available for common shareholders plus depreciation expense of the current year. 
Therefore, it has been considered as an independent variable. 
• Corporate Tax (CT): Corporate Tax is the tax which is paid by companies on 
their total income. Corporate Tax being a charge on profit and loss account, it is 
considered that the more outflow on account of it will result in less retained 
earnings, Mittal (1992). Thus it has been considered as an independent variable. 
• Interest (INT): Interest also being a charge on profit and loss account, it is 
considered that more outflow of it, will result in less retained earnings, Mittal 
(1992). As such, it is considered as an independent variable however, this variable 
was removed from the analysis for all the five sectors companies due to the 
problem of multi collinearity. 
Thus, the general model that has been considered for determination of relative 
role of each independent variable is: 
RE = PAT + DP + RF + CR + DER + INVS + INV + DEP + CF + CT 
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This model has been run using multiple linear regression in SPSS Version 19 (Statistical 
Package for Social Sciences) firstly for overall sectors on overall basis and then for each 
sector separately. 
3.8 Formation and Testing of Hypotheses 
As the first objective of the study is to identify the determinants of retained earnings for 
different selected sectors companies and to identify the determinants for overall sectors 
companies on overall basis which is the most important objective of the study, as such, a 
total of fifty three (53) hypotheses have been framed and tested firstly for overall sectors 
companies on overall basis and then for each sector separately. 
In order to identify the determinants of retained earnings, the hypotheses have been 
framed on the basis of impact of independent variables on dependent variable i.e. retained 
earnings. The second objective of the study which aimed at studying the differences 
among determinants of retained earnings in different selected sectors is answered along 
with the first objective explaining the difference among the selected determinants or 
variables. The third and fourth objectives of the study have been fulfilled on the basis of 
review of literature of earlier previous studies carried out in present research study. 
3.8.1 Formation and Testing of Hypotheses for Overall Sectors Companies: 
The hypotheses developed for overall sectors companies are as follows: 
HO 1: There is no significant impact of profit after tax (PAT) on retained earnings (RE). 
HA 1: There is a significant impact of profit after tax (PAT) on retained earnings (RE). 
H02: There is no significant impact of dividend paid (DP) on retained earnings (RE). 
HA 2: There is a significant impact of dividend paid (DP) on retained earnings (RE). 
HO 3: There is no significant impact of reserves (RES) on retained earnings (RE). 
HA 3: There is a significant impact of reserves (RES) on retained earnings (RE). 
HO 4: There is no significant impact of current ratio (CR) on retained earnings (RE). 
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HA 4: There is a significant impact of current ratio (CR) on retained earnings (RE). 
HO 5: There is no significant impact of debt equity ratio (DER) on retained earnings 
(RE). 
HA 5: There is a significant impact of debt equity ratio (DER) on retained earnings (RE). 
H06: There is no significant impact of investment (INVS) on retained earnings (RE). 
HA 6: There is a significant impact of investment (INVS) on retained earnings (RE). 
HO 7: There is no significant impact of inventory (INV) on retained earnings (RE). 
HA 7: There is a significant impact of inventory (INV) on retained earnings (RE). 
HO 8: There is no significant impact of depreciation (DEP) on retained earnings (RE). 
HA 8: There is a significant impact of depreciation (DEP) on retained earnings (RE). 
HO 9: There is no significant impact of cash flows (CF) on retained earnings (RE). 
HA 9: There is a significant impact of cash flows (CF) on retained earnings (RE). 
HO 10: There is no significant impact of corporate tax (CT) on retained earnings (RE). 
HA 10: There is a significant impact of corporate tax (CT) on retained earnings (RE). 
3.8.2 Formation and Testing of Hypotheses for Pharmaceutical Sector Companies: 
The hypotheses developed for pharmaceutical sector companies are as follows. 
HO 1(PH): There is no significant impact of profit after tax (PAT) on retained earnings 
(RE) of pharmaceutical sector companies. 
HA 1(PH): There is a significant impact of profit after tax (PAT) on retained earnings 
(RE) of pharmaceutical sector companies 
HO 2(PH): There is no significant impact of dividend paid (DP) on retained earnings 
(RE) of pharmaceutical sector companies. 
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HA 2(PH): There is a significant impact of dividend paid (DP) on retained earnings (RE) 
of pharmaceutical sector companies. 
HO 3(PH);: There is no significant impact of reserves (RES) on retained earnings (RE) of 
pharmaceutical sector companies. 
HA 3(PH): There is a significant impact of reserves (RES) on retained earnings (RE) of 
pharmaceutical sector companies. 
HO 4(PH): There is no significant impact of current ratio (CR) on retained earnings (RE) 
of pharmaceutical sector companies. 
HA 4(PH): There is a significant impact of current ratio (CR) on retained earnings (RE) 
of pharmaceutical sector companies. 
HO 5(PH): There is no significant impact of debt equity ratio (DER) on retained earnings 
(RE) of pharmaceutical sector companies. 
HA 5(PH): There is a significant impact of debt equity ratio (DER) on retained earnings 
(RE) of pharmaceutical sector companies. 
HO 6 (PH): There is no significant impact of investment (FNVS) on retained earnings 
(RE) of pharmaceutical sector companies. 
HA 6 (PH): There is a significant impact of investment (INVS) on retained earnings 
(RE) of pharmaceutical sector companies. 
HO 7(PH): There is no significant impact of inventory (INV) on retained earnings (RE) 
of pharmaceutical sector companies. 
HA 7(PH): There is a significant impact of inventory (INV) on retained earnings (RE) of 
pharmaceutical sector companies. 
HO 8(PH): There is no significant impact of depreciation (DEP) on retained earnings 
(RE) of pharmaceutical sector companies. 
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HA 8(PH): There is a significant impact of depreciation (DEP) on retained earnings (RE) 
of piiarmaceutical sector companies. 
3.8.3 Formation and Testing of Hypotheses for Steel Sector Companies: 
The hypotheses developed for Steel sector companies are as follows. 
HO 1(S): There is no significant impact of profit after tax (PAT) on retained earnings 
(RE) of steel sector companies. 
HA 1(S): There is a significant impact of profit after tax (PAT) retained earnings (RE) of 
steel sector companies. 
HO 2(S): There is no significant impact of dividend paid (DP) on retained earnings (RE) 
of steel sector companies. 
HA 2(S): There is a significant impact of dividend paid (DP) on retained earnings (RE) 
of steel sector companies. 
HO 3(S): There is no significant impact of reserves (RES) on retained earnings of steel 
sector companies. 
HA 3(S): There is a significant impact of reserves (RES) on retained earnings of steel 
sector companies. 
HO 4(S): There is no significant impact of current ratio (CR) on retained earnings (RE) of 
steel sector companies. 
HA 4(S): There is a significant impact of current ratio (CR) on retained earnings (RE) of 
steel sector companies. 
HO 5(S): There is no significant impact of debt equity ratio (DER) on retained earnings 
(RE) of steel sector companies. 
HA 5(S): There is a significant impact of debt equity ratio (DER) on retained earnings 
(RE) of steel sector companies. 
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HO 6(S): There is no significant impact of investment (INVS) on retained earnings (RE) 
of steel sector companies. 
HA 6(S): There is a significant impact of investment (INVS) on retained earnings (RE) 
of steel sector companies. 
HO 7(S): There is no significant impact of inventory (INV) on retained earnings (RE) of 
steel sector companies. 
HA 7(S): There is a significant impact of inventory (INV) on retained earnings (RE) of 
steel sector companies. 
HO 8(S): There is no significant impact of depreciation (DEP) on retained earnings (RE) 
of steel sector companies. 
HA 8(S): There is a significant impact of depreciation (DEP) on retained earnings (RE) 
of steel sector companies. 
HO 9(S): There is no significant impact of cash flows (CF) on retained earnings (RE) of 
steel sector companies. 
HA 9(S): There is a significant impact of cash flows (CF) on retained earnings (RE) of 
steel sector companies. 
HO 10(S): There is no significant impact of corporate tax (CT) on retained earnings (RE) 
of steel sector companies. 
HA 10(S): There is a significant impact of corporate tax (CT) on retained earnings (RE) 
of steel sector companies. 
3.8.4 Formatiom and Testing of Hypotheses for Cement Sector Companies: 
The hypotheses developed for cement sector companies are as follows. 
HO 1(C): There is no significant impact of profit after tax (PAT) on retained earnings 
(RE) of cement sector companies. 
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HA 1(C): There is a significant impact of profit after tax (PAT) on retained earnings 
(RE) of cement sector companies. 
HO 2(C): There is no significant impact of dividend paid (DP) on retained earnings (RE) 
of cement sector companies. 
HA 2(C): There is a significant impact of dividend paid (DP) on retained earnings (RE) 
of cement sector companies. 
HO 3(C): There is no significant impact of reserves (RES) on retained earnings (RE) of 
cement sector companies. 
HA 3(C): There is a significant impact of reserves (RES) on retained earnings (RE) of 
cement sector companies. 
HO 4(C): There is no significant impact of current ratio (CR) on retained earnings (RE) 
of cement sector companies. 
HA 4(C): There is a significant impact of current ratio (CR) on retained earnings (RE) of 
cement sector companies. 
HO 5(C): There is no significant impact of debt equity ratio (DER) on retained earnings 
(RE) of cement sector companies. 
HA 5(C): There is a significant impact of debt equity ratio (DER) on retained earnings 
(RE) of cement sector companies. 
HO 6(C): There is no significant impact of investment (INVS) on retained earnings (RE) 
of cement sector companies. 
HA 6(C): There is a significant impact of investment (INVS) on retained earnings (RE) 
of cement sector companies. 
HO 7(C): There is no significant impact of inventory (INV) on retained earnings (RE) of 
cement sector companies. 
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HA 7(C): There is a significant impact of inventory (iMV) on retained earnings (RE) of 
cement sector companies. 
HO 8(C): There is no significant impact of depreciation (DEP) on retained earnings (RE) 
of cement sector companies. 
HA 8(C): There is a significant impact of depreciation (DEP) on retained earnings (RE) 
of cement sector companies. 
3.8.5 Formation and Testing of Hypotheses for Petroleum Sector Companies: 
The hypotheses developed for petroleum sector companies are as follows. 
HO 1(P): There is no significant impact of profit after tax (PAT) on retained earnings 
(RE) of petroleum sector companies. 
HA 1(P): There is a significant impact of profit aftertax (PAT) on retained earnings (RE) 
of petroleum sector companies. 
HO 2(P): There is no significant impact of dividend paid (DP) on retained earnings (RE) 
of petroleum sector companies. 
HA 2(P): There is a significant impact of dividend paid (DP) on retained earnings (RE) 
of petroleum sector companies. 
HO 3(P): There is no significant impact of reserves (RES) on retained earnings (RE) of 
petroleum sector companies. 
HA 3(P): There is a significant impact of reserves (RES) on retained earnings (RE) of 
petroleum sector companies. 
HO 4(P): There is no significant impact of current ratio (CR) on retained earnings (RE) of 
petroleum sector companies. 
HA 4(P): There is a significant impact of current ratio (CR) on retained earnings (RE) of 
petroleum sector companies. 
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HO 5(P): There is no significant impact of debt equity ratio (DER) on retained earnings 
(RE) of petroleum sector companies. 
HA 5(P): There is a significant impact of debt equity ratio (DER) on retained earnings 
(RE) of petroleum sector companies. 
HO 6 (P): There is no significant impact of investment (INVS) on retained earnings (RE) 
of petroleum sector companies. 
HA 6 (P): There is a significant impact of investment (INVS) on retained earnings (RE) 
of petroleum sector companies. 
HO 7(P): There is no significant impact of inventory (INV) on retained earnings (RE) of 
petroleum sector companies. 
HA 7(P): There is a significant impact of inventory (INV) on retained earnings (RE) of 
petroleum sector companies. 
HO 8(P): There is no significant impact of depreciation (DEP) on retained earnings (RE) 
of petroleum sector companies. 
HA 8(P): There is a significant impact of depreciation (DEP) on retained earnings (RE) 
of petroleum sector companies. 
HO 9(P): There is no significant impact of cash flows (CF) on retained earnings (RE) of 
petroleum sector companies. 
HA 9(P): There is a significant impact of cash flows (CF) on retained earnings (RE) of 
petroleum sector companies. 
HO 10(P): There is no significant impact of corporate tax (CT) on retained earnings (RE) 
of petroleum sector companies. 
HA 10(P):; There is a significant impact of corporate tax (CT) on retained earnings (RE) 
of petroleum sector companies. 
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3.8.6 Formation and Testing of Hypotheses for Textile Sector Companies: 
The hypotheses developed for textile sector companies are as follows. 
HO 1(T): There is no significant impact of profit after tax (PAT) on retained earnings 
(RE) of textile sector companies. 
HA 1(T): There is a significant impact of profit after tax (PAT) on retained earnings 
(RE) of textile sector companies. 
HO 2(T): There is no significant impact of dividend paid (DP) on retained earnings (RE) 
of textile sector companies. 
HA 2(T): There is a significant impact of dividend paid (DP) on retained earnings (RE) 
of textile sector companies. 
HO 3(T): There is no significant impact of reserves (RES) on retained earnings (RE) of 
textile sector companies. 
HA 3(T): There is a significant impact of reserves (RES) on retained earnings (RE) of 
textile sector companies. 
HO 4(T): There is no significant impact of current ratio (CR) on retained earnings (RE) 
of textile sector companies. 
HA 4(T): There is a significant impact of current ratio (CR) on retained earnings (RE) of 
textile sector companies. 
HO 5(T): There is no significant impact of debt equity ratio (DER) on retained earnings 
(RE) of textile sector companies. 
HA 5(T): There is a significant impact of debt equity ratio (DER) on retained earnings 
(RE) of textile sector companies. 
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HO 6(T): There is no significant impact of investment (INVS) on retained earnings (RE) 
of textile sector companies. 
HA6 (T): There is a significant impact of investment (INVS) on retained earnings (RE) 
of textile sector companies. 
HO 7(T): There is no significant impact of inventory (INV) on retained earnings (RE) of 
textile sector companies. 
HA 7(T): There is a significant impact of inventory (INV) on retained earnings (RE) of 
textile sector companies. 
3.9 Limitationsof the Study 
Though, the present study has tried to identify or determine the determinants of retained 
earnings in profitable companies of five selected sectors in India however this study like 
other studies also suffers from certain limitations which can be summarized as follows: 
1. The study has covered almost all the variables which are determinants of retained 
earnings and have impact on the retained earnings of companies of different 
sectors under study however there can be some other variables which could have 
been determinants and can have impact on the retained earnings but they have not 
been selected due the unavailability of data regarding them. 
2. The study identified determinants of retained earnings and their impact on 
retained earnings for a period of fifteen years for overall sectors and for each 
sector separately but the study didn't identify the determinants and their impact on 
retained earnings for each year separately for overall sectors and for each sector 
separately. 
3. Sector wise five sectors have been covered only as the required data was available 
for them in the CM IE Prowess database for a period of fifteen years but study 
doesn't cover other sectors that could have broaden the study base due to 
unavailability of complete data required for them. 
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4. Number of companies in selected five sectors could have been more but as 
complete financial data required for them was not available for entire period of 
study as a result they were dropped during data collection stage. 
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CHAPTER FOUR 
4.1 Introduction 
Overview of Industrial Sector in India 
Growth in the industrial sector has been buoyant in the year 2010- 2011.Industrial 
growth in the country has in terms of long run trend aligned with the growth of core 
industries during the post reforms period 1991 and 2011-2012 averaged 6.7 percent 
as against GDP (Gross Domestic Product) growth of 6.9 percent. The share of the 
industr) in GDP (Gross Domestic Product) remained generally stable at around 28 
percent during the period. 
The share of manufacturing which is the most dominant sector within the industry 
has also remained in 14 to 16 percent range during this period. The manufacturing 
sector showed a remarkable robustness, growing at rates of 12.6 percent and 9.9 
percent during the year 2010 - 2011. India's post recovery industrial output growth 
has been largely driven by few sectors such as the automotive sector along with the 
revival in textiles, leather, food products and metal products. 
Employment in the industrial sector increased from 64.6 million persons in 1999 -
2000 to 100.7 million person's in2009 - 2010. The share of industry in total 
employment in the country also increased from 16.2 percent in 1999 - 2000 to 21.9 
percent in 2009-2010. 
The IIP (Index of Industrial Production) which is the key indicator of industrial 
performance has shown that the recent industrial growth measured in terms of IIP has 
been fluctuating, however there was a recovery of 2.5 percent in 2008 - 2009 to 5.3 
percent in 2009 - 2010 and 8.2 percent in 2010 -2011. 
The corporate sector performance in a country is also an indicator of the industrial 
performance of the country. On front of corporate sector performance Indian 
corporate sector showed a remarkable performance as financial resuhs of listed 
manufacturing companies indicated robust sales growth during 2011 - 2012. 
Investments and capacity additions are critical for sustained industrial growth. The 
rate of GCF (Gross Capital Formation) of broad sectors averaged 10.9 percent during 
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2004 - 2011 almost the same as the rate of growth of GCF (Gross Capital Formation) 
in the economy as a whole. 
For India to maintain its momentum of GDP (Gross Domestic Product) growth rate, 
it is vital to ensure that the robustness of FDI (Foreign Direct Investment) inflows is 
maintain ed. FDI (Foreign Direct Investment) inflows increased to US$ 24.19 billion 
during 2011 indicating an increase of 50.8 percent. Drugs and pharmaceuticals, 
services sector, telecommunications, construction, metallurgical industries and power 
sector attracted the maximum FDI (Foreign Direct Investment) during the year 2011 
2012. 
Industrial credit growth rate moderated significantly however there has been a sharp 
pick up in credit flow in 2011. Build up of credit to industries has recorded a higher 
growth in the current fiscal year compared to 2010 - 2011. Credit growth to industry 
in the year 2011 was comparatively higher in paper products, vehicles, vehicles parts, 
transport equipments, gems, jewellery, petroleum, coal and nuclear products. 
With economic reforms it has been expected that the industrial sector would emerge 
as the key to additional employment opportunities. There has been an increase in 
opportuni^ties in the industrial sector especially in construction sector. 
The challenges before the industrial sector in India are that the industrial sector 
growth is expected to be between 4 to 5 percent. The challenge in the short term 
would be therefore to shore up business sentiment, spur investment in productive 
activities and identify bottle necks that can be removed reasonably in short period of 
time. 
The government has already made some quick moves to clear bottlenecks in some 
critical sectors such as coal and power and is also pushing forward project 
implementation in some key infrastructure sectors. With the easing of headline 
inflation, moderation in commodities prices in the international market, and revival 
of manufacturing performance in recent in the major economies, India's industrial 
sector is expected to be better in coming years. 
In its approach paper to the Twelfth Five Year Plan, the Planning Commission has 
projected growth rates of 9.8 per cent and 11.5 per cent in the manufacturing sector 
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required to achieve 9 per cent and 9.5 per cent economic growth respectively. The 
N'MP (National Manufacturing Policy) has envisaged even higher growth of 14 per 
cent per annum so as to take the share of manufacturing in GDP to 25 per cent and 
increase the absorption of labour in this sector from around 50 million as of today to 
more than 150 million by 2022. 
4,2 Profile of Pharmaceutical Industry 
The Indian pharmaceutical industry today is in the front rank of India's science based 
industries with wide ranging capabilities in the complex field of drug manufacture 
and teclmology. Indian pharmaceuticals industry is a highly organized sector. Indian 
pharmaceutical sector plays a key role in promoting and sustaining development in 
the vital field of medicines. It boasts of quality producers and man> units are 
approved by regulatory authorities in USA and UK. Internadonal companies 
associated with this sector have stimulated, assisted and spearheaded this dynamic 
development in The past 53 years and helped to put India on the pharmaceutical map 
of the world. 
The pharmaceutical industry sector has grown from mere US $ 0.3 billion turnover in 
1980 to about US $ 21. 73 in 2009-10. The country now ranks third in terms of 
volume of production (10 percent of global share) and 14"^  largest by value (1.5 
percent of global share). Indian pharmaceutical sector growth has been fuelled by 
exports and its products are exported to a large number of countries with sizeable 
share in the advanced regulated markets of USA and Western Europe. 
The pharmaceutical sector in India is highly fragmented with more then 20,000 
registered units. It has expanded drastically in the last two decades. The leading 250 
pharmaceutical companies control 70% of the market with market leader holding 7% 
of the market share. It is an extremely fragmented market with severe price 
competition and government price control. 
The pharmaceutical industry in India meets around 70 percent of the country's 
demand for bulk drugs. There are about 250 large units and 8000 small scale units 
which form the core of pharmaceutical industry in India (including 5 public sector 
tmits) which produce complete range of pharmaceutical formulations. 
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Following the de- licensing of the pharmaceutical industry, industrial licensing for 
most of the drugs and pharmaceutical products has been done away with as 
manufacturers are free to produce any drug duly approved by drug control authority. 
Technologically strong and totally self reliant the industry in India has low costs of 
production, low R&D costs, innovative scientific manpower, strength of national 
laboratories an increasing balance of trade. 
The pharmaceutical industry, with its rich scientific talents and research capabilities, 
supported by intellectual propert}' protection regime is well set to take on the 
international mai'ket. 
Indian pharmaceutical companies have been getting international regulatory 
approvals for their plants from agencies of USA, UK, Australia, South Africa etc. 
Some of the leading pharmaceutical companies in India are Cipla, Ranbaxy, Sun 
Pharma, Abott. Zydus Cadila, Alkem Laboratories, Pfizer, GSK India, Piramal 
Healthcare and Lupin. 
Table 4.2.1, Performance of Pharmaceutical Industry (in cr) 
Years 
2008-09 
2009-10 
2010-11 
2011-12 
Production 
53.857 
58.437 
65.839 
69.575 
Sales 
14.0 
11.9 
12.4 
13.5 
Exports 
293.22 
398.21 
424.56 
475.55 
Imports 
101.12 
137.44 
132.55 
162.88 
PAT 
49.8 
210.8 
31.6 
55.6S 
(SOURCE: Annual Reports, Department of Pharmaceutical, Ministry of Chemicals and 
Fertilizers, Government of India). 
The future of pharmaceutical sector in India is expected to reach US $ 55 billion in 
2020 from US $ 12.6 billion in 2009. Due to the increase in the population of high 
income group, there is very likelihood that they will open a potential US$ 8 billion 
market for multinational companies selling costly drugs by 2015 as estimated in a 
report by Ernst & Young. The domestic sector companies are estimiated to touch US$ 
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20 billion by 2015. The healthcare market in India is expected to reach US$ 31.5 
billion by 2020. The sale of all types of pharmaceutical drugs is expected in the 
country which stands at US$ 9.61 billion which is expected to reach around US$ 
19.22 billion by 2012. 
Thougli. the pharmaceutical sector of India has achieved a lot both at national and 
international le\'el however steps are still needed to strengthen the pharmaceutical 
industr) therefore Indian pharmaceutical companies need to attain the right product 
mix for sustained future growth. Core competencies will play an important role in 
determining the future of many Indian pharmaceutical companies in post product 
patent regime after 2005. Indian companies in effort to consolidate their position will 
have to increasingly look at merger and acquisition options of either companies or 
products. This would help them offset loss of new product options, improve their 
R&D efforts and improve distribution to penetrate markets. 
Research and development has always taken the back seat amongst Indian 
pharmaceutical companies therefore in order to stay competitive in the future, Indian 
companies will have to refocus and invest heavily in R&D. 
The Indian pharmaceutical sector also needs to take the advantage of the recent 
advances in biotechnology and information technology. The future of the industry 
will be determined by how well it markets its products to several regions and 
distributes risks, its forward and backward integration capabilities, its R&D, its 
consolidation tlirough mergers and acquisitions, co marketing and licensing 
agreements. 
4.3 Profile of Steel Industry 
The steel industry of India is a significant contributor to the Indian economy. The 
economic growth of Indian economy depends upon the growth of the steel industry. 
Demand by sectors like infrastructure, real estate etc has put the Indian steel industry 
on the world map. The government of India opened up the steel industry to private 
investment as a result players entered into the industry thereby contributing to the 
economy. 
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Foreign direct investment and technology import is allowed up to a certain limit, 
existing units are being modernized and large numbers of green new steel plants have 
also come up in different parts of India using modern, cost effective state of art 
technology. The Indian steel industry enjoys the advantages of domestic availability 
of raw material and cheap labour. Steel industry of India has shown strong 
performance in recent past in terms of production, capacity utilization, exports and 
consumption. 
The Indian steel industry is divided into public and private sector. Public sector 
comprises of integrated producers and secondary producers. Private producers are 
mini steel plants which make steel by melting scrap or sponge iron or a mixture of 
both. 
Highlights of Steel Industry in India 
1. Steel industry in India contributes two percent of India's gross domestic 
product (GDP) and its weight age in index of industrial production (IIP) is 
6.2%. 
2. India is fourth largest producer of steel in the world after China, Japan and 
USA. 
3. Consumption of steel in India is much higher at 14% as compared to global 
consumption of 6% in last fifteen years. 
4. Intended steel capacity build up in India is likely to result in investment of Rs 
5 to 10 lakhs crore in 2020. 
5. Capacity for steel production expanded from 51.11 mtpa in 2005-06 to 78 
mtpa in 2010-11. 
6. Crude production of steel grew at a CAGR of 8%o from 46.46 mtpa in 2005-
06 to 69.57 mtpa in 2011-12. 
7. Production of steel grew at a CAGR of 7% from 46.57 mtpa in 2005-06 to 
66.01 mtpa in 2010-11. 
(SOURCE: Annual Report 20n-12, Ministry of Steel, Government of India). 
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Table 4.3.1. Performance of Steel Industry (in cr & mn tn) 
Years 
2007-08 
2008-09 
2009-10 
2010-11 
2011-12 
Production 
50.817 
53.857 
58.437 
65.839 
69.575 
Sales 
56075 
57164 
60623 
66013 
52062 
Exports 
5.242 
5.077 
4.437 
3.251 
3.461 
Imports 
4.927 
7.029 
5.839 
7.382 
6.798 
PAT 
13482.37 
12813.54 
12080.20 
12891.31 
8390.34 
(SOURCE: Annual Reports, Ministry of Steel, Government of India). 
The steel industry has made a rapid progress on strong fundamentals over the recent 
}'ears getting all essential ingredients required for dynamic growth. The go\'ernment 
is backing the industry through favorable industrial refonns while the private sector 
is supporting the steel industry by investments worth billion dollars. The industry 
stood tough times of economic slowdown to sustain its momentum of positive 
growth. Around 22 million capacity is expected to be commissioned in 211-2012 and 
18.1 billion in 2012-2013 which will result in country's total steel manufacturing 
capacity by 73%. 
The industry is expected to maintain a healthy sales growth of 21.4% in 2011-2012 
and 17.9% in 2012-2013. Strong demand for steel and huge capacity additions will 
push up sales volume by 12 to 14%. 
4.4 Profile of Cement Industry 
Cement industry in any country plays a major role in the growth of the nation. It is 
vital for meeting economy's needs of housing and accommodation and necessary 
infrastructure such as roads, bridges, schools, hosphals etc. Hence, cement is one of 
the fundamental elements for setting up strong and healthy infrastructure of the 
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country and plays an important role in the economic development and welfare of the 
nation. 
India is the second major cement producing country after china having a total 
capacity of around 230MT (million tones). There are 137 large and 365 mini cement 
plants in India. The demand for cement mainly depends on the level of development 
and rate of growth of the economy. There are no close substitutes for cement and 
hence the demand for cement price is inelastic. 
The Indian cement industry is highly fragmented with the top fev^  accounting for 
more than 50 percent of industry capacity. The rest is distributed among the large 
number of small players. Cement industry is being segmented regionally i.e. 
northern, central, western, southern and eastern. Southern region in the country is the 
biggest contributor in cement production and it has a large share in capacity with 
92.1 IMT. India has a total capacity 226.90MT as on March 2010, which comprised 
of northern region 48.27MT, central region 26.0IMT, eastern region 31.89MT, and 
western region 28.62MT. 
The main cement producing states in India are Rajasthan, Andhra Pradesh, 
Tamilnadu, Madhya Pradesh and Gujarat. The capacity of the cement sector which 
was 29MT in 1981-82. rose to 219MT at the end of financial year 2009. Domestic 
demand plays a major role in the fast growth of cement sector. In fact the domestic 
demand of cement has surpassed the economic growth rate of India. 
The cement consumption increased more than by 22% in 2009-10 from 2007-08. The 
production of cement in India grew at a rate of 9.1% during 2006-07. During 2009, 
the total cement production in India was 12.37MT. The cement companies are also 
increasing their productions due to the high market demand. The cement companies 
have seen a net profit growth rate of 85%i. With this huge success, the cement sector 
in India has contributed almost 8% to India's economic development. 
The cement sector has also made tremendous strides in technological up gradation 
and assimilation of latest technology. Presently 93 percent of the total capacity in the 
industry is based on modern and environmentally friendly technology. The induction 
of advanced technology has helped the industry immensely to conserve energy and 
fuel and to save materials. 
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There are number of players prevailing in the Indian cement industry, in fact there 
are around 20 big names that account for more than 70 percent of the total cement 
production in India. Some of the major cement companies in India are ACC, Gujarat 
Ambuja, Grasim Cement, India Cements, Ultra Tech Cement, Ambuja Cements, 
Shree Cements, Jaypee Cements. Birla Corporation etc. 
The cement sector is one of the main beneficiaries of the infrastructure boom, with 
robust demand and adequate supply, the industry has bright future. Cement industry 
has a long way to go as Indian economy is poised to grow because of being on verge 
of development. The cement sector is expected to witness growth in line with the 
economic growth because of the strong co relation with the GDP. Future drivers of 
cement demand growth in India would be the road and housing projects. The 
performance of the cement industry 
Table 4.4.1. Performance of Cement Industry (in cr & mn tn) 
Years 
2008-09 
2009-10 
2010-11 
2011-12 
Production 
185.61 
172.31 
168.29 
216.28 
Sales 
5866.33 
4889.71 
2391.34 
5288.33 
Exports 
3.20 
398.21 
424.56 
475.55 
Imports 
1.12 
37.44 
132.55 
162.88 
PAT 
6046.29 
6115.50 
5759.39 
6123.51 
(SOURCE; Cement section, Department of Industrial Policy and Promotion. Government of 
India). 
It is expected that the cement industry players will continue to increase their annual 
cement output in coming years and India's cement production will grow at a 
compound annual growth rate (CAGR) of around 12 percent during 2011-12-2013-
14 to reach 303 million metric tones, according to the Indian cement industry 
forecast 2012. Cement Manufacturing Association (CMA) is targeting to achieve 
550MT capacities by year 2020. A large number of foreign players are also expected 
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to enter the sector in the coming years as 100 percent foreign direct investment (FDI) 
is permitted in tlie sector. 
4.5 Profile of Petroleum Industry 
Petroleum sector plays an influential part in country's economy and helps in the 
economic and welfare development. The petroleum industry in India contributes 15 
percent in the total GDP of India After the inception of the liberalization-
privatization -globalization (LPG) in the month of July 1991, the government 
allowed this sector to go into private as well as government joint ventures. The 
deregulation process in the Indian petroleum industry got a boost in the year 1997 
when it was decided that the process of liberalization and deregulation would be 
accelerated in this industry and all regulations would go away from the month of 
April in the year 2002. 
The government eased the stringent regulation process in the petroleum sector, this 
gave a tremendous boost to this industry, and the industry began to grow at a 
tremendous pace. The production of petroleum and petroleum products also showed 
a significant rise. After the liberalization and privatization the overall economy of 
India grew, also the demand for petroleum products increased at an annual rate of 
about 5.5%. 
The petroleum sector in India is particularly favorable to foreign investment because 
the indu'itry is one of the fastest growing segments and it has shown a staggering 
growth rate of 13 percent in the recent past, the petroleum industry in India boasts 
technology of international standards, easy availability of infrastructure at very cheap 
rates. High demand for petroleum products and increased spending habits of the 
middle class people all these factors make investment in Indian petroleum sector an 
attractive preposition for foreign investors. 
The foreign trade in petroleum and petroleum products in the recent past have 
registered significant growth; it has attracted new foreign investments. Some of the 
main petroleum products that are manufactured for trade foreign countries are 
naphtha, ethane, kerosene, petroleum gases, gas oil, and propane and distilled crude 
oil. 
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Table 4.5.1. Performance of Petroleum Industry (in cr & mn tn) 
Years 
2007-08 
2008-09 
2009-10 
2010-11 
2011-12 
Production 
33.99 
34.51 
33.51 
33.69 
37.71 
Sales 
140697 
145511 
149803 
154407 
122055 
Exports 
33.62 
40.78 
38.90 
50.97 
59.13 
Imports 
135.97 
152.45 
159.36 
182.75 
189.88 
PAT 
50717.50 
29638.95 
28014.95 
41209.83 
20469.74 
(SOURCE: Annual Reports, Ministry of Petroleum and Natural Gas, Government of India). 
The petroleum companies in the petroleum sector are one of the major revenue 
earning sectors of the Indian economy. This is capital intensive and since the demand 
for petrol is al\\'ays high in the market, the Indian petroleum companies have been 
playing significant role. Some the major petroleum companies in the petroleum 
sector are ONGC, lOCL, GAIL, BPCL, HPCL, Reliance Industries, Reliance 
petroleum etc. 
The future of the Indian petroleum sector has good potential but it needs 
developmental activities to strengthen it self. Indian petroleum sector has to compete 
for conventional energy sources. As per the latest CII KPMG analysis, the energy 
industry will help in expansion of the petroleum sector by bringing investment worth 
US$ 120 billion- IJS$ 150 billion in the next three to five years. By 2012 Indian 
petroleum industry are estimated to accomplish US$ 35 billion to US$ 40 billion. 
4.6 Profile of Textile Industry 
The textile industry plays very important role in Indian economy. It is one the 
leading textile industries in the world. Though it was predominantly unorganized 
industr)' a few years back but the scenario started changing after the economic 
liberalization of Indian economy. The opening up of the economy gave the much 
needed thrust to the Indian textile sector. 
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The textile sector in India contributes about 14 percent to industrial production, it 
contributes 4 percent to the country's gross domestic product (GDP) and 17 percent 
to the countr} "s export earnings. Indian textile industry largely depends upon the 
textile manufacturing and export. India earns about 35 percent of its total foreign 
exchange through textile exports. 
The textile sector in India continues to be the second largest employment generating 
sector. Textile sector provides direct employment to 35 million people including 
substantial segments of weaker sections of the society with a very low important 
intensity of about 1.5 percent only. It is estimated that the industry will generate 11 
million new jobs by 2012. 
The Indian textile industry comprises of different segments which are cotton textiles, 
silk textiles, woolen textiles, handlooms, jute textiles and man made fibres. 
Cotton is predominant fabric used in the Indian textile industry. Nearly 60 percent of 
the overall consumption in textile and more then 75 percent production in spinning 
mills are of cotton. India is one of the world's largest producer of cotton with nearly 
nine hectares million under cultivation and an annual crop of around 3 million tones. 
Wool industry in India is primarily located in northern states of Punjab, Haryana, and 
Rajasthan, these states account for more than 75 percent of production capacity with 
both licensed and decentralized players. There are more then 700 registered units in 
this sector provide employment to approximately 1.2 million people. The large 
players in this sector have made significant in roads into the world markets. 
Indian silk industry is the second largest producer of silk in the world contributing 
about 18 percent to global production. The value of silk produced in India is about 
over US$ 1.78 billion. India also exported over US$ 190 million of silk goods and 
over US$357 million of silk yarns, fabrics and made up growing demand for 
traditional silk fabrics and export of handloom products have spurred growth in the 
silk demand. 
Jute industry occupies an important place in Indian economy, being one of the major 
industries in eastern region particularly in west Bengal. It supports neariy four billion 
89 
families besides providing employment directly to 260,000 industrial workers and 
livelihood to another 140,000 people in the tertiary sector and allied activities. 
The handloom industry is based on Indian traditional crafts, it employs nearly 7 .5 
million people and contributes 13 percent to cloth production. Handlooms receives 
preferential policy treatment as they are highly labor intensive and viewed as a 
source of employment and supplementary income for 6 to 7 million people in over 3 
million weavers households. 
Man made fibres include manufacturing of clothes using fiber or filament synthetic 
yarns. It is produced in large pow'er looms factories. They account for the largest 
sector of the textile production in India. This sector has a share of 62 percent of 
India's total production and provides employment to about 4.8 million people. 
Indian textile sector is one of the leading industries in the world. Currently it is 
estimated to be around US$ 52 billion and is also projected to be around US$ 115 
billion by 2012. The current domestic market of textile in India is expected to 
increase to US$ 60 billion by 2012. The textile export share of India is also expected 
to increase from 4 to 7 percent within 2012. 
Table 4.6.1 Performance of Textile Industry (in cr & mn sq m) 
Years 
2008-09 
2009-10 
2010-11 
2011-12 
Production 
54966 
59809 
35805 
35141 
Sales 
405.43 
552.13 
718.22 
382.13 
Exports 
78.40 
83.19 
51.97 
46.13 
PAT 
4173.91 
1226.38 
1304.25 
3111.43 
(SOURCE: Annual Reports, Ministry of Textile, Government of India). 
The Indian textile industry is in a stronger position than it was in the last six decades. 
The industry which was growing at 3 to 4 percent during the last six decades has now 
accelerated to annual growth rate of 9 to 10 percent. The Indian textile sector is also 
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globally well placed as the share of Indian global textile trading increased to 7 
percent in five years. 
The major compaaies in the Indian textile sector include Bombay Dyeing, Grasim 
industries. JCT limited, Welspun India, Alok Industries, Arvind Mills, Raymond 
Limited, and Century Textiles etc. 
The future of Indian textile sector is bright. There is a large scope of improvement in 
the textile industry of India as there is a huge increase in personal and disposable 
income among the Indians after the 1991 liberalisation. There is also a large growth 
of the organized sector in the Indian textile industry. The foreign brands along with 
collaboration of Indian companies are establishing business in India. 
The government has taken several steps to strengthen the textile sector of the country 
like it has introduced the integrated textile parks scheme which envisages the 
creation of textile parks in the public and private partnership. To facilitate the 
technological up gradation in this sector the government launched the technological 
upgrading fund scheme (TUPS). This scheme provides for reimbursement of 5 
percent interest paid on term loans for technological upgrading of textile machinery. 
The ll"^ five year plan (2007- 2012) has projected Indian economy securing a 7 
percent share in global textile trade by 2012. 
Ministry of Textile expects the technical textile sector to grow by 11 percent on a 
year to attain a market size of US$ 14.8 billion by 2012-13 from current size of US$ 
9.9 million. 
The textile sector has established its supremacy in cotton based products especially in 
readymade garments and home furnishing segments, these two segments will be key 
drivers of growl;h for Indian textile industry. 
Investments in textile are expected to reach US$ 35 billion by 2011. Foreign direct 
investment is 100 percent freely allowed in spinning, weaving, garments and knitting 
sectors under the automatic route for both new ventures and existing companies 
except in cases where industrial licensing is required from the government. 
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4.7 Concluding Remarks te 
To conclude from the above discussion, it can be concluded that the above mentioned 
different sectors or industry are major contributors to the industrial development and 
GDP of Indian economy. The pharmaceutical industry is growing at a growth rate of 
] 3 % per year and it has a potential to grow at an accelerated CAGR of 15 to 20 % 
for next ten years. The cement industry is growing at a CAGR of 8 %, the industry 
also has a high potential for growth in coming years. The steel industry contributes 2 
% to the GDP of Indian economy and it is one of the major contributors in the 
industrial development of the country. 
The textile industry contributes 4 % to the GDP and 14 % to the industrial output, the 
industry is set for strong growth buoyed by both rising domestic consumption as well 
as export demand. The petroleum industry has grown at a growth rate of 13 % in 
recent times and contributes 15 % to GDP of economy and is one of the harbingers of 
huge economic growth of India and the industry is favorable to foreign investment by 
bringing investments worth US $ 120 billion to US $ 150 in next 3 to 5 years. 
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CHAPTER FIVE 
5.1 Introduction 
This chapter is concerned with the analysis and interpretation of data collected from the 
secondary sources. In this part of the study the hypotheses which have been developed 
and tested firstly for overall sectors on overall basis and then for each sector separately 
are analyzed with the help of statistical technique of multiple linear regression in SPSS 
version 19 (Statistical Package of Social Sciences). On the basis of the analysis following 
interpretations have been made firstly for hypotheses of overall sectors on overall basis 
and then for each sector hypotheses separately. 
5.2 Analysis and Interpretation for Overall Sectors 
On the basis of hypotheses developed for overall sectors analysis and testing the framed 
hypothesis for each independent variable with the dependent variable i.e. retained 
earnings with the help of multiple regression in SPSS version 19 following interpretations 
have been made. The independent variable interest was dropped because of the problem 
of multi collinearity in case of overall sectors analysis. The results of multiple regression 
are shown in Table 5.2.11. 
5.2.1 Profit after Tax (PAT) with Retained Earnings (RE) 
Null Hypothesis: HOI: There is no significant impact of profit after tax (PAT) on 
retained earnings (RE). 
Alternate Hypothesis: HA 1: There is a significant impact of profit after tax (PAT) on 
retained earnings (RE). 
Multiple regression tests shows that the impact of profit after tax on retained earnings is 
positive as the regression coefficient (beta value) is 1.072. To ascertain whether this 
impact is statistically significant or not the t value and significant value are obtained 
which are, t value is 1.7086 and significant value is 0.000. This means that the impact is 
highly significani because the significant value is less than 0.01 (99%) and less than 0.05 
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(95%) level of significance, therefore, the null hypothesis HO 1 is rejected and the 
alternate hypothesis HA 1 is accepted. 
5.2.2 Dividend Paid (DP) with Retained Earnings (RE) 
Null Hypotliesis: HO 2: There is no significant impact of dividend paid (DP) on retained 
earnings (RE). 
Alternate Hypothesis: HA 2: There is a significant impact of dividend paid (DP) on 
retained earnings (RE). 
It is inferred from the multiple regression test that the impact of dividend paid on retained 
earnings is negative as the regression coefficient (beta value) is -0.427. For assessing its 
stastical significance t and sig values are obtained which are -60.971 and sig value is 
0.000. as it is less than 0.01 (99%) and less than 0.05 (95%)) level of significance as such, 
statistically the impact is highly significant therefore, the null hypothesis HO 1 is rejected 
and the alternate hypothesis HA 2 is accepted. 
5.2.3 Reserves (RES) with Retained Earnings (RE) 
Null Hypothesis: HO 3: There is no significant impact of reserves (RES) on retained 
earnings (RE). 
Alternate Hypothesis: HA 3: There is a significant impact of reserves (RES) on retained 
earnings (RE). 
Multiple regression tests gives a regression coefficient (beta value) of 0.003 which is 
positive but low which indicates a neutral impact of reserves on retained earnings. To 
know whether this impact is statistically significant the t value and significant values are 
obtained which are 0.882 and 0.378, as the significant value is greater than 0.01 (99%o) 
and greater than 0.05 (95%) level of significance as such, statistically this impact is not 
significant therefore, the null hypothesis HO 3 has failed to be rejected. 
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5.2.4 Current Ratio (CR) with Retained Earnings (RE) 
Null Hypothesis: HO 4: There is no significant impact of current ratio (CR) on retained 
earnings (RE). 
Alternate Hypothesis: HA 4: There is a significant impact of current ratio (CR) on 
retained earnings (RE). 
Result of multiple regression test shows that the regression coefficient (beta value) is 
0.551 which indicates a positive impact of current ratio on retained earnings, to ascertain 
whether it is statistically significant the t and significant value are obtained which are 
35.880 and 0.000. as the significant value is less than 0.01 (99%) and less than 0.05 
(95%) level of significance as such, statistically the impact is highly significant so the 
null hypothesis HO 4 is rejected and the alternate hypothesis HA 4 is accepted. 
5.2.5 Debt Equity Ratio (DER) with Retained Earnings (RE) 
Null Hypothesis: HO 5: There is no significant impact of debt equity ratio (DER) on 
retained earnings (RE). 
Alternate Hypothesis: HA 5: There is a significant impact of debt equity ratio (DER) on 
retained earnings (RE). 
Multiple regression reveals a neutral impact of debt equity ratio on retained earnings as 
the regression coefficient (beta value) gives a very low value of 0.000, to check its 
statistical significance the t value and significant values are obtained v^ h^ich are 0.005 and 
0.996, since, the significant value is greater than 0.01 (99%)) and greater than 0.05 (95%)) 
level of significance therefore, statistically this impact is not significant as such the null 
hypothesis has failed to be rejected. 
5.2.6 Investment (INVS) with Retained earnings (RE) 
Null Hypothesis: HO 6: There is no significant impact of investment (INVS) on retained 
earnings (RE). 
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Alternate Hypothesis: HA 6: There is a significant impact of investment (INVS) on 
retained earnings (RE:). 
it is inferred from multiple regression test that the impact of investment on retained 
earnings is negative due to the negative regression coefficient (beta value) of-0.033. In 
order to know whether this impact is statistically significant or not the t and significant 
values are obtained that are - 3.011 and 0.003, as the significant value is greater than 0.01 
(99%) but it is less than 0.05 (95%) level of significance, hence it is significant at 95% 
level of significance therefore, statistically the impact is significant so the null hypothesis 
H06 is rejected and its alternate hypothesis HA 6 is accepted. 
5.2.7 Inventory (INV) with Retained Earnings (RE) 
Null Hypothesis: HO 7: There is no significant impact of inventory (INV) on retained 
earnings (RE). 
Alternate Hypothesis: HA 7: There is a significant impact of inventory (FNV) on 
retained earnings (RE). 
Result of statistical test of multiple regression gives a negative regression coefficient 
(beta value) of - 0.012, which reveals a negative impact of inventory on retained 
earnings. For finding its statistical significance the t and significant values are derived 
which are - 1.738 and 0.082, as the significant value is greater than. 0.01 (99%)) and 0.05 
(95%o) level of significance therefore, statistically the impact is not significant hence the 
null hypothesis HO 7 has failed to be rejected. 
5.2.8 Depreciation (DEP) with Retained Earnings (RE) 
Null Hypothesis: HO 8: There is no significant impact of depreciation (DEP) on retained 
earnings (RE). 
Alternate Hypothesis: HA 8: There is a significant impact of depreciation (DEP) on 
retained earnings (RE). 
It is interpretated from multiple regression that there is a negative impact of depreciation 
on retained earnings as the regression coefficient (beta value) is negative with value of-
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0.007, it means a negative impact of depreciation on retained earnings but wliether this 
impact is statistically significant or not the t and significant values are obtained which are 
-2.184 and 0.029., as the significant value is greater than 0.01(99%) but less than 0.05 
(95%) level of significance therefore it is significant at 95% level of significance as such 
the impact is statistically significant hence, the null hypothesis HO 8 is rejected and the 
alternate hypothesis HA 8 is accepted. 
5.2.9 Cash Flows (CF) with Retained Earnings (RE) 
Null Hypothesis: HO 9: There is no significant impact of cash flows (CF) on retained 
earnings (RE). 
Alternate Hypothesis: HA 9: There is a significant impact of cash flows (CF) on 
retained earnings (RE). 
Multiple regression test result shows a negative impact of cash flows on retained earnings 
as the regression coefficient (beta value) obtained is -0.096 indicating a negative impact 
of cash flows on retained earnings but to assess whether the impact is statistically 
significant or not the t and significant values are obtained that are -10.774 and 0.000, 
since, the significant value is less than 0.01 (99%) and also less than 0.05 (95%) level of 
significance as such the impact is statistically highly significant therefore, the null 
hypothesis HO 9 is rejected and the alternate hypothesis HA 9 is accepted. 
5.2.10 Corporate Tax (CT) with Retained Earnings (RE) 
Null Hypothesis: HO 10: There is no significant impact of corporate tax (CT) on retained 
earnings (RE). 
Alternate Hypothesis: HA 10: There is a significant impact of corporate tax (CT) on 
retained earnings (RE). 
Test of multiple regression indicates a negative impact of corporate tax on retained 
earnings as the regression coefficient (beta value) obtained is - 0.027. To assess its 
statistical significance the t and significant values are obtained which are 4.766 and 
0.000, as the significant value is less than 0.01 (99%) and less than 0.05 (95%) level of 
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signillcance as such, statistically the impact is highly significant therefore the null 
hypothesis HO 10 is rejected and the alternate hypothesis HA 10 is accepted. 
The value of R Square (coefficient of determination) in Table 5.2.11 for overall sectors is 
equal to 0.98 which indicates that 98% variance in the dependent variable i.e. retained 
earnings is explained by the independent variables. The table is given below. 
Table 5.2.11. Analysis of Overall Sectors 
Variable 
(Constant) 
PAT 
DP 
RES 
CR 
DER 
INVS 
INVN 
DEP 
CF 
CT 
Beta (P) 
1.072 
- 0.427 
0.003 
0.551 
0.000 
-0.033 
-0.012 
- 0.007 
- 0.096 
- 0.027 
t 
-2.810 
170.865 
-60.791 
0.882 
35.880 
0.005 
-3.011 
-1.738 
-2.184 
-10.774 
- 4.766 
Sig 
0.005 
0.000** 
0.000** 
0.378 
0.000** 
0.996 
0.003* 
0.082 
0.029* 
0.000** 
0.000** 
R Square 
0.98 
** Represents Significant at 99% level of significance. 
* Represents Significant at 95% level of significance. 
5.3 Analysis and Interpretation for Pharmaceutical Sector 
On the basis of hypotheses developed for pharmaceutical sector companies and testing 
each of the hypotheses for each independent variable with dependent variable i.e. retained 
earnings by using technique of multiple regression in SPSS version 19, following 
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analysis and interpretations are made which are given below. The independent variables 
cash flows, corporate tax and interest were dropped from the analysis due to the problem 
of multi collinearity for pharmaceutical sector companies. The results of multiple 
regression for pharmaceutical sector have been given in Table 5.3.9. 
5.3.1 Profit after Tax (PAT) with Retained Earnings (RE) 
Null Hypothesis: HO 1(PH): There is no significant impact of profit after tax (PAT) on 
retained earnings (RE) of pharmaceutical sector companies. 
Alternate Hypothesis: HA 1(PH): There is a significant impact of profit after tax (PAT) 
on retained earnings (RE) of pharmaceutical sector companies. 
Multiple regression test indicates a positive impact of profit after tax on retained earnings 
for pharmaceutical sector companies as the regression coefficient ( beta value) is positive 
with a value of 1.003.To check the statistical significance of this impact the t and 
significant values are obtained which are 102.179 and 0.000, as the significant value is 
less than 0.01 (99%) and less than 0.05 (95%) level of significance it means statistically 
this impact is highly significant therefore, the null hypothesis HO 1(P) is rejected and the 
alternate hypothesis HA 1(P) is accepted. 
5.3.2 Dividend Paid (DP) with Retained Earnings (RE) 
Null Hypothesis: HO 2(PH): There is no significant impact of dividend paid (DP) on 
retained earnings (RE) of pharmaceutical sector companies. 
Alternate Hypothesis: HA 2(PH): There is a significant impact of dividend paid (DP) 
on retained earnings (RE) of pharmaceutical sector companies. 
Regression test analysis is done to find the impact of dividend paid on retained earnings 
for pharm:aceutical sector companies, it is found that there is a negative impact of 
dividend paid on retained earnings in case of pharmaceutical sector companies as the 
regression coefficient (beta) value is - 1.030. In order to assess whether this impact is 
statistically significant or not the t and significant value are obtained which are -47.037 
and 0.000. As the significant value is less than 0.01 (99%) and less than 0.05 (95%) level 
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of significance it means statistically tliis impact is highly significant therefore, the null 
hypothesis HO 2 (PH) is rejected and the alternate hypothesis HA 2 (PH) is accepted. 
5.3.3 Reserve (RES) with Retained Earnings (RE) 
Null Hypothesis: HO 3(PH): There is no significant impact of reserves (RES) on 
retained earnings (RE) of pharmaceutical sector companies. 
Alternate Hypothesis: HA 3(PH): There is a significant impact of reserves (RES) on 
retained earnings (RE) of pharmaceutical sector companies. 
It is inferred from tests result that the impact of reserves on retained earnings for 
pharmaceuucal sector companies is negative as multiple regression gives a negative 
regression coefficient (beta value) of- 0.004. To check statistical significance of this 
impact the t and d significant values are obtained which are - 2.038 and 0.038, as the 
significant value is greater than 0.01(99%) but less than 0.05 (95%) level of significance, 
it means the impact is statistically significant at 95 % level of significance therefore, the 
null hypothesis HO 3(PH) is rejected and the alternate hypothesis HA 3(PH) is accepted. 
5.3.4 Current Ratio (CR) with Retained Earnings (RE) 
Null Hypothesis: HO 4(PH): There is no significant impact of current ratio (CR) on 
retained earnings of pharmaceutical sector companies. 
Alternate Hypothesis: HA 4(PH): There is a significant impact of current ratio (CR) on 
retained earnings of pharmaceutical sector companies. 
Data analysis with the help of multiple regression shows a positive impact of current ratio 
on retained earnings for pharmaceutical sector companies as the regression coefficient 
(beta value) is positive with value 0.023. Assessing statistical significance of this impact 
the t and significant values are obtained which are 4.688 and 0.000, as the significant 
value is less than 0.01(99%)) and also less than 0.05 (95%o) level of significance it means 
this impact is statistically highly significant as such, the null hypothesis HO 4(PH) is 
rejected supported and the alternate hypothesis HA 4(PH) is accepted. 
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5.3.5 Debt EquiW Ratio (DER) with Retained Earnings (RE) 
Null Hypothesis: HO 5(PH): There is no significant impact of debt equity ratio (DER) 
on retained earnings (RE) of pharmaceutical sector companies. 
Alternate Hypothesis: HA 5(PH): There is a significant impact of debt equity ratio 
(DER) on retained earnings (RE) of pharmaceutical sector companies. 
Multiple regression tests gives a positive regression coefficient (beta) of 0.040, it means 
there is a positive impact of debt equity ratio on retained earnings for pharmaceutical 
sector companies. To assess whether this impact is statistically significant or not the t and 
significant values are obtained which are 4.861 and 0.000. As the significant value is less 
than 0.01(99%) and less than 0.05 (95%) level of significance, that indicates the impact is 
highly significant statistically. Hence, the null hypothesis HO 5(PH) is rejected and the 
alternate hypothesis HA 5(PH) is accepted. 
5.3.6 Investment (INVS) with Retained Earnings (RE) 
Null Hypothesis: HO 6(PH): There is no significant impact of investment (INVS) on 
retained earnings (RE) of pharmaceutical sector companies. 
Alternate Hypothesis: HA 6(PH): There is a significant impact of investment (INVS) 
on retained earnings (RE) of pharmaceutical sector companies. 
Result of regression test indicates a positive impact of investment on retained earnings as 
the regression coefficient (beta value) is positive with value of 0.013.To check whether 
the impact is statistically significant or not the t and significant values are obtained that 
are 1.496 and 0-136, since, the significant value is greater than 0.01(99%) and also 
greater than 0.05 (95%)) level of significance, it indicates that this impact statistically is 
not significant therefore, the null hypothesis HO 6(PH) has failed to be rejected. 
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5.3.7 Inventory (INV) with Retained Earnings (RE) 
Null Hypothesis: HO 7(PH): There is no significant impact of inventor) (INV) on 
retained earnings (RE) of pharmaceutical sector companies. 
Alternate Hypothesis: HA 7(PH): There is a significant impact of inventory (INV) on 
retained earnings (RE) of pharmaceutical sector companies. 
Finding of the regression test gives a positive regression coefficient (beta value) of 0.106, 
which indicates that the impact of inventory on retained earnings is positive. To find the 
statistical significance of this impact the t and significant values are obtained which are 
4.195 and 0.000, as the significant value is less than 0.01 (99%) and also less than 0.05 
(95%) level of significance it indicates that statistically the impact is highly significant 
therefore, the null hypothesis HO 7(PH) is rejected and the alternate hypothesis HA 7(PH) 
is accepted. 
5.3.8 Depreciation (DEP) with Retained Earnings (RE) 
Null Hypothesis: HO 8(PH): There is no significant impact of depreciation (DEP) on 
retained earnings (RE) of pharmaceutical sector companies. 
Alternate Hypothesis: HA 8(PH): There is a significant impact of depreciation (DEP) 
on retained earnings (RE) of pharmaceutical sector companies. 
Multiple regression tests shows that there is a negative impact of depreciation on retained 
earnings of pharmaceutical sector companies as the regression coefficient (beta value) is 
negative with value of-0.849. To assess whether this impact is statistically significant or 
not the 1 and significant values are obtained which are 41.760 and 0.000. As the 
significant value is less than 0.01 (99%) and less than 0.05 (95%) level of significance, it 
indicates that statistically the impact is highly significant therefore, the null hypothesis 
HO 8(PH) is rejected and the alternate hypothesis HA 8(PH) is accepted. 
The value of R Square (coefficient of determination) in Table 5.3.9 for pharmaceutical 
sector is equal to 0.86 which indicates that 86% variance in the dependent variable i.e. 
retained earnings is explained by the independent variables. Table is given on next page. 
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Table 5.3.9. Analysis of Pharmaceutical Sector 
Variable 
(Constant) 
PAT 
DP 
RES 
CR 
DER 
INVS 
INVN 
DEP 
Beta (P) 
1.003 
-1.030 
- 0.004 
0.023 
0.040 
0.013 
0.106 
-0.849 
t 
- 24.672 
102.179 
-47.037 
-2.080 
4.668 
4.861 
1.496 
4.195 
-41.760 
Sig. 
0.000 
0.000** 
0.000** 
0.038* 
0.000** 
0.000** 
0.136 
0.000** 
0.000** 
R Square 
0.86 
** Represents Significant at 99% level of significance 
* Represents Significant at 95% level of significance 
5.4 Analysis and Interpretation for Steel Sector 
On the basis of hypotheses developed for steel sector companies and testing of 
hypotheses using multiple regression for each independent variable with dependent 
variable i.e. retained earnings, following interpretations are made for steel sector 
companies. The variable interest was dropped during analysis due to the problem of multi 
collinearit}' in case of steel sector companies. Results of multiple regression for steel 
sector are presented in Table 5.4.11. 
104 
5.4.1 Profit after Tax (PAT) with Retained Earnings (RE) 
Null Hypothesis: HO 1(S): There is no significant impact of profit after tax (PAT) on 
retained earnings (RE) of steel sector companies. 
Alternate Hypothesis: HA 1(S): There is a significant impact of profit after tax (PAT) 
on retained earnings (RE) of steel sector companies. 
Multiple regression results give a positive regression coefficient (beta value) of 1.025, it 
indicates a positive impact of profit after tax on retained earnings for steel sector 
companies. Whether this impact is statistically significant or not the t and significant 
values are obtained which are 2342. 228 and 0.000, since, the significant value is less 
than 0.0l(99%)and less than 0.05 (95%) level of significance it means that this impact is 
statistically highly significant therefore, the null hypothesis HO 1(S) is rejected and the 
alternate hypothesis HA l(S) is accepted. 
5.4.2 Dividend Paid (DP) with Retained Earnings (RE) 
Null Hypothesis: HO 2(S): There is no significant impact of dividend paid (DP) on 
retained earnings (RE) of steel sector companies. 
Alternate Hypothesis: HA 2(S): There is a significant impact of dividend paid (DP) on 
retained earnings (RE) of steel sector companies. 
It is inferred from the multiple regression test that impact of dividend paid on retained 
earnings for steel sector companies is negative as the regression coefficient (beta value) is 
- 0.950. To find the statistical significance of this impact the t and significant values are 
obtained that are -773.143 and 0.000. As the significant value is less than 0.01 (99%) and 
less than 0.05 (99%) level of significance, it indicates that statistically the impact is 
highly significant hence, the null hypothesis HO 2(S) is rejected and the alternate 
hypothesis HA 2(S) is accepted. 
5.4.3 Reserves (RES) with Retained Earnings (RE) 
Null Hypothesis: HO 3(S): There is no significant impact of reserves (RES) on retained 
earnings (RE) of steel sector companies. 
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Alternate Hypothesis: HA 3(S): There is a significant impact of reserves (RES) on 
retained earnings (RE) of steel sector companies. 
Multiple regression tests reveals a neutral impact of reserves on retained earnings for 
steel sector companies as the regression coefficient (beta value) is very low whh value of 
0.000. To assess the statistical significance of this impact the t and significant values are 
obtained which are 0.106 and 0.916, since, the significant value is greater than 0.01(99%) 
and also greater than 0.05 (95%) level of significance, it means statistically this impact is 
not significant as such, the null hypothesis HO 3(S) has failed to be rejected. 
5.4.4 Current Ratio (CR) with Retained Earnings (RE) 
Null Hypothesis: HO 4(S): There is no significant impact of current ratio (CR) on 
retained earnings (RE) of steel sector companies. 
Alternate Hypothesis: HA 4(S): There is a significant impact of current ratio (CR) on 
retained earnings (RE) of steel sector companies. 
Results of multiple regression tests give a positive regression coefficient (beta value) of 
0.946, which indicates a positive impact of current ratio on retained earnings for steel 
sector companies, In order to assess whether this impact is stafistically significant or not 
the t and significant values are obtained which are 1020.645 and 0.000, as the significant 
value is less than 0.01 (99%) and less than 0.05(95%) level of significant it means 
statistically the impact is highly significant therefore, the null hypothesis HO 4(S) is not 
rejected and the alternate hypothesis HA 4(S) is accepted. 
5.4.5 Debt Equit>' Ratio (DER) with Retained Earnings (RE) 
Null Hypothesis: HO 5(S): There is no significant impact of debt equity ratio (DER) on 
retained earnings (RE) of steel sector companies. 
Alternate Hypothesis: HA 5(S): There is a significant impact of debt equity ratio (DER) 
on retained earnings (RE) of steel sector companies. 
Finding the impact of debt equity ratio on retained earnings for steel sector companies, 
multiple regression test gives a very low regression coefficient (beta value) of 0.000 
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which means that there is a neutral impact of debt equity ratio on retained earnings for 
steel sector companies. To ascertain the statistical significance of this impact the t and 
significant values are obtained which are -0.264 and 0.792. as the significant value is 
greater than 0.01 (99%) and also greater than 0.05 (95%) level of significance it means 
statistically this impact is not significant hence, the null hypothesis HO 5(S) has failed to 
be rejected. 
5.4.6 Investment (INVS) with Retained Earnings (RE) 
Null Hypothesis: HO 6(S): There is no significant impact of investment (INVS) on 
retained earnings (RE) of steel sector companies. 
Alternate Hypothesis: HA 6(S): There is a significant impact of investment (INVS) on 
retained earnings (RE) of steel sector companies. 
Multiple I'egression tests give a very low regression coefficient (beta value) of 0.000 
which means there is a neutral impact of investment on retained earnings for steel sector 
companies. In order to check the statistical significance of this impact the t and 
significan! values are obtained which are 0.136 and 0.892, since, the significant value is 
greater than 0.01 (99%) and also greater than 0.05 (95%) level of significance, it means 
statistically the impact is not significant as such, the null hypothesis HO 6(S) has failed to 
be rejected. 
5.4.7 Inventory (INV) with Retained Earnings (RE) 
Null Hypothesis: HO 7(S): There is no significant impact of inventory (INV) on retained 
earnings (RE) of steel sector companies. 
Alternate Hypothesis: HA 7(S): There is a significant impact of inventory (INV) on 
retained earnings (RE) of steel sector companies. 
It is inferred from the regression test results that there is neutral impact of inventory on 
retained earnings in case of steel sector companies as regression coefficient (beta value) 
is low with value of 0.002. To assess the statistical significance of this impact the t and 
significant values are obtained which are 2.214 and 0.027, as the significant value is 
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greater than 0.01 (99%) but it is less than 0.05 (95%) level of significance hence it is 
significant at 95 % level of significance and statistically the impact is significant 
therefore, the null hypothesis HO 7(S) is rejected and the alternate hypothesis HA 7(S) is 
accepted. 
5.4.8 Depreciation (DEP) with Retained Earnings (RE) 
Null Hypothesis: HO 8(S): There is no significant impact of depreciation (DEP) on 
retained earnings (RE) of steel sector companies. 
Alternate Hypothesis: HA 8(S): There is a significant impact of depreciation (DEP) on 
retained earnings (RE) of steel sector companies. 
Multiple regression tests gives a negative regression coefficient (beta value) of- 0.001 
which means there is a negative impact of depreciation on retained earnings for steel 
sector companies. In order to assess whether this impact is statistically significant or not 
the t and significant values are obtained which are -2.261 and 0.024, as the significant 
value is greater than 0.01 (99%) but it is less than 0.05 (95%) level of significance hence, 
it is significant at 95% level of significance as such, the impact is statistically significant 
therefore, the null hypothesis HO 8(S) is rejected and the alternate hypothesis HA 8(S) is 
accepted. 
5.4.9 Cash Flows (CF) with Retained Earnings (RE) 
Null Hypothesis: HO 9(S): There is no significant impact of cash fiows (CF) on retained 
earnings (RE) of steel sector companies. 
Alternate Hypothesis: HA 9(S): There is a significant impact of cash flows (CF) on 
retained earnings (RE) of steel sector companies. 
Multiple regression test results gives a very low regression coefficient (beta value) of 
0.000 it indicates a neutral impact of cash flows on retained earnings for steel sector 
companies. To check the statistical significance of this impact the t and significant values 
are obtained which are -0.073 and 0.942, since, the significant value is greater than 0.01 
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(99%) and also greater than 0.05 (95%) level of significance as such statistically this 
impact is not significant therefore, the null hypothesis HO 9(S) has failed to be rejected. 
5.4.10 Corporate Tax (CT) with Retained Earnings (RE) 
Null Hypothesis: HO 10(S): There is no significant impact of corporate tax (CT) on 
retained earnings (RE) steel sector companies. 
Alternate Hypothesis: HA 10(S): There is a significant impact of corporate tax (CT) on 
retained earnings (RE) steel sector companies. 
Multiple regression tests gives a very low regression coefficient (beta value) of- 0.745 
which indicates a negative impact of corporate tax on retained earnings for steel sector 
companies. In order to validate the statistical significance of this impact the t and 
significant values are obtained which are 0.453 and 0.651, as the significant value is 
greater than 0.01 (99%) and also greater than 0.05 (95%) level of significance it means 
statistically there is no significant impact of corporate tax on retained earnings for steel 
sector companies therefore, the null hypothesis HO 10(S) has failed to be rejected. 
The value of R Square (coefficient of determination) in Table 5.4.11 for steel sector is 
equal to 0.82 which indicates that 82% variance in the dependent variable i.e. retained 
earnings is explained by the independent variables. The table is given below and on the 
following next page. 
Table 5.4.11. Analysis of Steel Sector 
Variable 
Constant 
PAT 
DP 
RES 
CR 
Beta (p) 
1.025 
- 0.950 
0.000 
0.946 
t 
-23.084 
2342.228 
-773.143 
0.106 
1020.645 
Sig. 
0.000 
0.000** 
0.000** 
0.916 
0.000** 
R Square 
0.82 
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DBR 
INVS 
INVN 
DEP 
CF 
CT 
0.000 
0.000 
0.002 
-0.001 
0.000 
- 0.745 
- 0.264 
0.136 
2.214 
-2.261 
- 0.073 
0.453 
0.792 
0.892 
0.027* 
0.024* 
0.942 
0.651 
** Represents Significant at 99% level of significance 
* Represents Significant at 95% level of significance 
5.5 Analysis and Interpretation for Cement Sector 
On the basis of hypotheses developed for cement sector companies, following analysis is 
done with the help of multiple linear regression by testing each framed hypothesis for 
each independent variable with dependent variable i.e. retained earnings. The variables 
cash flows, corporate tax and interest were dropped from the analysis due to the problem 
of multi collinearity in case of cement sector companies. Multiple regression results for 
cement sector have been given in Table 5.5.9. 
5.5.1 Profit after Tax (PAT) with Retained Earnings (RE) 
Null Hypothesis: HO 1(C): There is no significant impact of profit after tax (PAT) on 
retained earnings (RE) of cement sector companies. 
Alternate Hypothesis: HA 1(C): There is a significant impact of profit after tax (PAT) 
on retained earnings (RE) of cement sector companies. 
Multiple regression test results gives a positive regression coefficient (beta value) of 
1.018, it means there is a positive impact of profit after tax on retained earnings for 
cement sector companies. To assess the statistical significance of this impact the t and 
significant values are obtained which are 189.438 and 0.000. As the significant value is 
less than 0.01 (99%) and less than 0.05 (95%)) level of significance it means statistically 
no 
the impact is highly significant therefore, the null hypothesis HO 1(C) is rejected and the 
alternate hypothesis HA 1(C) is accepted. 
5.5.2 Dividend Paid (DP) with Retained Earnings (RE) 
Null Hypothesis: HO 2(C): There is no significant impact of dividend paid (DP) on 
retained earnings (RE) of cement sector companies. 
Alternate Hypothesis: HA 2(C): There is a significant impact of dividend paid (DP) on 
retained earnings (RE) of cement sector companies. 
It is inferred from multiple regression test that there is a negative impact of dividend paid 
on retained earnings for cement sector companies as the regression coefficient (beta 
value) is negative with value of- 0.986. To ascertain whether this impact is statistically 
significant or not the t and significant values are obtained which are -80.126 and 0.000, as 
the significant value is less than 0.01 (99%) and less than 0.05 (95%) level of 
significance, it means the impact is statistically highly significant therefore, the null 
hypothesis HO 2(C) is rejected and the alternate hypothesis HA 2(C) is accepted. 
5.5.3 Reserves (RES) with Retained Earnings (RE) 
Null Hypothesis: HO 3(C): There is no significant impact of reserves (RES) on retained 
earnings (RE) of cement sector companies. 
Alternate Hypothesis: HA 3(C): There is a significant impact of reserves (RES) on 
retained earnings (RE) of cement sector companies. 
Multiple regression tests gives a very low regression coefficient (beta value) of 0.000 
which means the impact of reserves on retained earnings is neutral for cement sector 
companies. In order to know whether this impact is statistically significant or not the t 
and significant values are obtained that are 0.125 and 0.901, as the significant value is 
greater than 0.01(99%)) and also greater than 0.05 (95%)) so statistically the impact is not 
significant hence, the null hypothesis HO 3(C) has failed to be rejected. 
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5.5.4 Current Ratio (CR) with Retained Earnings (RE) 
Null Hypothesis: HO 4(C): There is no significant impact of current ratio (CR) on 
retained earnings (RE) of cement sector companies. 
Alternate Hypothesis: HA 4(C): There is a significant impact of current ratio (CR) on 
retained earnings (RE) of cement sector companies. 
Multiple, regression test results gives a positive regression coefficient (beta value) of 
0.821 which indicates a positive impact of current ratio on retained earnings for cement 
sector companies. To find the statistical significance of this impact the t and significant 
values are obtained which are 1.256 and 0.210. Since, the significant value is greater than 
0.01(99%) and also greater than 0.05 (95%) level of significance as such, this impact 
statistically is not significant therefore, the null hypothesis HO 4(C) has failed to be 
rejected. 
5.5.5 Debt Equity Ratio (DER) with Retained Earnings (RE) 
Null Hypothesis: HO 5(C): There is no significant impact of debt equity ratio (DER) on 
retained earnings (RE) of cement sector companies. 
Alternate Hypothesis: HA 5(C): There is a significant impact of debt equity ratio 
(DER) on retained earnings (RE) of cement sector companies. 
Multiple regression test results gives a positive regression coefficient (beta value) of 
0.041 it indicates a positive impact of debt equity ratio on retained earnings for cement 
sector companies. For checking whether the impact is statistically significant or not the t 
and significant values are obtained which are 5.871 and 0.000, as the significant value is 
less than 0.01 (99%o) and less than 0.05 (95%) level of significance therefore, statistically 
the impact is highly significant hence, the null hypothesis HO 5(C) is rejected and the 
alternate hypothesis HA 5(C) is accepted. 
5.5.6 Investment (INVS) with Retained Earnings (RE) 
Null Hypothesis: HO 6(C): There is no significant impact of investment (INVS) on 
retained earnings (RE) of cement sector companies. 
112 
Alternate Hypothesis: HA 6(C): There is a significant impact of investment (INVS) on 
retained earnings i RE) of cement sector companies. 
Multiple regression test results give a negative regression coefficient (beta value) of -
0.029 that indicates a negative impact of investment on retained earnings for cement 
sector companies. To assess the statistical significance of this impact the t and significant 
values are obtained which are -10.595 and 0.000, as the significant value is less than 0.01 
(99%) and less than 0.05 (95%) level of significance, it means the impact is statistically 
highly significant therefore, the null hypothesis HO 6(C) is rejected and the alternate 
hypothesis HA 6(C) is accepted. 
5.5.7 Inventory (INV) with Retained Earnings (RE) 
Null Hypothesis: HO 7(C): There is no significant impact of inventory (INV) on retained 
earnings (RE) of cement sector companies. 
Alternate Hypothesis: HA 7(C): There is a significant impact of inventory (INV) on 
retained earnings (RE) of cement sector companies. 
Findings of the multiple regression test results gives a positive regression coefficient 
(beta) value of 0.028, it indicates a positive impact of inventory on retained earnings for 
cement sector companies. Whether this impact statistically significant or not the t and 
significant values are obtained which are 3.766 and 0.000, since, the significant value is 
less than 0.01 (99%o) and less than 0.05 (95%)) level of significance hence, statistically 
this impact is highly significant therefore, the null hypothesis HO 7(C) is rejected and the 
alternate hypothesis HA 7(C) is accepted. 
5.5.8 Depreciation (DEP) with Retained Earnings (RE) 
Null Hypothesis: HO 8(C): There is no significant impact of depreciation (DEP) on 
retained earnings (RE) of cement sector companies. 
Alternate Hypothesis: HA 8(C): There is a significant impact of depreciation (DEP) on 
retained earnings (RE) of cement sector companies. 
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Multiple regression test results gives a regression coefficient (beta value) of-0.926, it 
means there is a negative impact of depreciation on retained earnings for cement sector 
companies. To assess the statistical significance of this impact the t and significant values 
arc obtained which are 68.596 and 0.000, as the significant value is less than 0.01 (99%) 
and less than 0.05 (95%) level of significance hence, the impact is statistically highly 
significant therefore, the null hypothesis HO 8(C) is rejected and the alternate hypothesis 
HA 8(C) is accepted. 
The value of R Square (coefficient of determination) in Table 5.5.9 for cement sector is 
equal to 0.94 which indicates that 94% variance in the dependent variable i.e. retained 
earnings is explained by the independent variables. 
Table 5.5.9. Analysis of Cement Sector 
Variable 
(Constant) 
PAT 
DP 
RES 
CR 
DER 
INVS 
INVN 
DEP 
Beta (P) 
1.018 
- 0.986 
0.000 
0.821 
0.041 
- 0.029 
0.028 
- 0.926 
t 
-27.087 
189.438 
-80.126 
0.125 
1.256 
5.871 
- 10.595 
3.766 
-68.956 
Sig. 
0.000 
0.000** 
0.000** 
0.901 
0.210 
0.000** 
0.000** 
0.000** 
0.000** 
R Square 
0.94 
"' Represents Significant at 99% level of significance 
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5.6 Analysis and Interpretation for Petroleum Sector 
On the basis of hypotheses developed for petroleum sector companies, with the help of 
multiple regression analysis following interpretations is made by testing each 
independent variable with dependent variable i.e. retained earnings. The variable interest 
was dropped from the analysis due to the problem of multi collinearity. The results of 
multiple regression for petroleum sector are presented in Table 5.6.11. 
5.6.1 Profit after Tax (PAT) with Retained Earnings (RE) 
Null Hypothesis: HO 1(P): There is no significant impact of profit after tax (PAT) on 
retained earnings (RE) of petroleum sector companies. 
Alternate Hypothesis: HA 1(P): There is a significant impact of profit after tax (PAT) 
on retained earnings (RE) of petroleum sector companies. 
It is inferred from multiple regression test results which gives a positive regression 
coefficient (beta value) of 1.066 which indicates a positive impact of profit after tax on 
retained earnings for petroleum sector companies. To check the statistical significance of 
this impact the t and significant values are obtained which are 66.030 and 0.000, since, 
the significant value is less than 0.01 (99%) and also less than 0.05 (95%) level of 
significance thus, statistically the impact is highly significant as such, the null hypothesis 
HO 1(P) is rejected and the alternate hypothesis HA 1(P) is accepted. 
5.6.2 Dividend Paid (DP) with Retained Earnings (RE) 
Null Hypothesis: HO 2(P): There is no significant impact of dividend paid (DP) on 
retained earnings (RE) of petroleum sector companies. 
Alternate Hypothesis: HA 2(P): There is a significant impact of dividend paid (DP) on 
retained earnings (RE) of petroleum sector companies. 
Test of multiple regression results gives a negative regression coefficient (beta value) of-
0.372. it means there is a negative impact of dividend paid on retained earnings for 
petroleum sector companies. To check the statistical significance of this impact the t and 
significant values are obtained which are -21.645 and 0.000, since, the significant value is 
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less than 0.01 (99%) and less than 0.05 (95%) level of significance hence, statistically the 
impact is highly significant therefore, the null hypothesis HO 2(P) is rejected and the 
alternate hypothesis HA 2(P) is accepted. 
5.6.3 Reserves (RES) with Retained Earnings (RE) 
Null Hypothesis: HO 3(P): There is no significant impact of reserves (RES) on retained 
earnings (RE) of petroleum sector companies. 
Alternate Hypothesis: HA 3(P): There is a significant impact of reserves (RES) on 
retained earnings (RE) of petroleum sector companies. 
Multiple regression test results give a positive regression coefficient (beta value) of 0.784 
it means there is a positive impact of reserves on retained earnings for petroleum sector 
companies. To assess whether this impact is statistically significant or not the t and 
significant values are obtained which are 0.699 and 0.485 since the significant value is 
greater than 0.01 (99%) and also greater than 0.05 (95%)) level of significance, it means 
statistically the impact is not significant therefore, the null hypothesis HO 3(P) has failed 
to be rejected. 
5.6.4 Current Ratio (CR) with Retained Earnings (RE) 
Null Hypothesis: HO 4(P): There is no significant impact of current ratio (CR) on 
retained earnings (RE) of petroleum sector companies. 
Alternate Hypothesis: HA 4(P): There is a significant impact of current ratio (CR) on 
retained earnings (RE) of petroleum sector companies. 
Multiple regression test results gives a positive regression coefficient (beta) value of 
0.799 which means there is a positive impact of current ratio on retained earnings for 
petroleum sector companies. In order to check whether this impact is statistically 
significant or not the t and significant values are derived which are 4.051 and 0.000, as 
the significant value is less than 0.01(99%) and less than 0.05 (95%)) level of significance 
as such, the impact is statisfically highly significant therefore, the null hypothesis HO 4(P) 
is rejected and the alternate hypothesis HA 4(P) is accepted. 
5.6.5 Debt Equity Ratio (DER) with Retained Earnings (RE) 
Null Hypothesis: HO 5(P): There is no significant impact of debt equity ratio (DER) on 
retained earnings (RE) of petroleum sector companies. 
Alternate Hypothesis: HA 5(P): There is a significant impact of debt equity ratio (DER) 
on retained earnings (RE) of petroleum sector companies. 
Regression test statistics gives a low regression coefficient (beta value) of 0.004 which 
indicates that there is a neutral impact of debt equity ratio on retained earnings for 
petroleum sector companies. To find the statistical significance of this impact the t and 
significant values are obtained which are 0.101 and 0.920, as the significant value is 
greater than 0.01 (99%) and also greater than 0.05 (95%) level of significance hence, the 
impact is statistically not significant therefore, the null hypothesis HO 5(P) has failed to 
be rejected. 
5.6.6 Investment (INVS) with Retained Earnings (RE) 
Null Hypothesis: HO 6(P): There is no significant impact of investment (INVS) on 
retained earnings (RE) of petroleum sector companies. 
Alternate Hypothesis: HA 6(P): There is a significant impact of investment (INVS) on 
retained earnings (RE) of petroleum sector companies. 
Test of multiple regression results gives a negative regression coefficient (beta value) of-
0.114 that means there is a negative impact of investment on retained earnings for 
petroleum sector of companies. To assess whether the impact is statistically significant or 
not the t and significant values are obtained which are -0.781 and 0.435, since, the 
significant value is greater than 0.01 (99%) and also greater than 0.05 (95%) level of 
significance hence, the impact is statistically not significant therefore, the null hypothesis 
HO 6(P) has failed to be rejected. 
5.6.7 Inventorj' (INV) with Retained Earnings (RE) 
Null hypothesis: HO 7(P): There is no significant impact of inventory (INV) on retained 
earnings (RE) of petroleum sector companies. 
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Alternate hypothesis: HA 7(P): There is a significant impact of inventory (ITslV) on 
retained earnings (RE) of petroleum sector companies. 
Multiple regression test results gives a negative regression coefficient (beta value) of-
0.009, it means there is a negative impact of inventory on retained earnings for petroleum 
sector of companies. For assessing the statistical significance of this impact the t and 
significant values are obtained which are -0.483 and 0.629, as the significant value is 
greater than 0.01 (99%) and greater than 0.05 (95%) level of significance hence, the 
impact is statistically not significant therefore, the null hypothesis HO 7(P) has failed to 
be rejected. 
5.6.8 Depreciation (DEP) with Retained Earnings (RE) 
Null hypothesis: HO 8(P): There is no significant impact of depreciation (DEP) on 
retained earnings (RE) of petroleum sector companies. 
Alternate Hypothesis: HA 8(P): There is a significant impact of depreciation (DEP) on 
retained earnings (RE) of petroleum sector companies. 
Multiple regression test results gives a negative regression coefficient (beta value) of-
0.015, which means there is a negative impact of depreciation on retained earnings for 
petroleum sector companies. In order to know the statistical significance of this impact 
the t and signif cant values are obtained which are -2.226 and 0.027 as the significant 
value is greater than 0.01 (99%) but it is less than 0.05 (95%) level of significance hence, 
it is significant at 95%) level of significance as such, the impact is statistically significant 
therefore, the null hypothesis HO 8(P) is rejected and the alternate hypothesis HA 8 (P) is 
accepted, 
5.6.9 Cash Flows (CF) with Retained Earnings (RE) 
Null hypothesis: HO 9(P): There is no significant impact of cash fiows (CF) on retained 
earnings (RE) of petroleum sector companies. 
Alternate hypothesis: HA 9(P): There is a significant impact of cash fiows (CF) on 
retained earnings (RE) of petroleum sector companies. 
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It is inferred from multiple regression results which gives a negative regression 
coefficient (beta value) of-0.205, it indicates that there is a negative impact of cash flows 
on retained earnings for petroleum sector companies. To assess the statistical significance 
of this impact the t and significant values are obtained which are -7.614 and 0.000, as the 
significant value is less than 0.01 (99%) and less than 0.05 (95%) level of significance 
hence, the impact is statistically significant therefore, the null hypothesis HO 9(P) is 
rejected and the alternate hypothesis HA 9(P) is accepted. 
5.6.10 Clorporate Tax (CT) with Retained Earnings (RE) 
Null hypothesis: HO 10(P): There is no significant impact of corporate tax (CT) on 
retained earnings (RE) of petroleum sector companies. 
Alternat(; hypothesis: HA 10(P): There is a significant impact of corporate tax (CT) on 
retained earnings (RE) of petroleum sector companies. 
It is inferred from multiple regression test which gives a negative regression coefficient 
(beta value) of -0.088, which indicates a negative impact of corporate tax on retained 
earnings for petroleum sector companies. For finding the statistical significance of this 
impact the t and significant values are obtained which are -0.520 and 0.603, as the 
significant value is greater than 0.01(99%) and also greater than 0.05 (95%) level of 
significance hence, the impact is statistically not significant therefore, the null hypothesis 
HO 10(P) has failed to be rejected. 
The value of R Square (coefficient of determination) in Table 5.6.11 for petroleum sector 
is equal to 0.92 which indicates that 92% variance in the dependent variable i.e. retained 
earnings is explained by the independent variables. 
Table 5.6.11. Analysisof Petroleum Sector 
Variable 
(Constant) 
PAT 
Beta (p) 
1.066 
t 
-0.214 
66.030 
Sig 
0.831 
0.000** 
R Square 
0.92 
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DP 
RES 
CR 
DER 
INVS 
IKVIM 
DEP 
CE 
CT 
-0.372 
0.784 
0.799 
0.004 
-0.114 
-0.009 
-0.015 
-0.205 
-0.088 
-21.465 
0.699 
4.051 
0.101 
-0.781 
-0.483 
-2.226 
-7.614 
-0.520 
0.000** 
0.485 
0.000** 
0.920 
0.435 
0.629 
0.027* 
0.000** 
0.603 
** Represents Significant at 99% level of significance 
* Represents Significant at 95% level of significance 
5.7 Analysis and Interpretation for Textile Sector 
On the basis of hypotheses developed for textile sector companies, following analysis is 
done vvitn the help of multiple regression by testing each framed hypothesis for each 
independent variable with dependent variable i.e. retained earnings. The variables 
depreciation, cash flows, corporate tax and interest were dropped from the analysis due to 
the problem of multi collinearity in case of textile sector companies. The results of 
multiple regression for textile sector are given in Table 5.7.8 
5.7.1 Profit after Tax (PAT) with Retained Earnings (RE) 
Null Hypothesis: HO 1(T): There is no significant impact of profit after tax (PAT) on 
retained earnings (RE) of textile sector companies. 
Alternate Hypothesis: HA 1(T): There is a significant impact of profit after tax (PAT) 
on retained earnings (RE) of textile sector companies. 
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Multiple regression test results gives a positive regression coefficient (beta value) of 
0.923 that indicates there is a positive impact of profit after tax on retained earnings for 
textile sector companies. For assessing the statistical significance of this impact the t and 
significant values are obtained which are 162.114 and 0.000, as the significant value is 
less than 0.01 (99%) and less than 0.05 (95%) level of significance hence, the Impact is 
statistically highly significant therefore, the null hypothesis HO 1(T) is rejected and the 
alternate hypothesis HA 1(T) is accepted. 
5.7 .2 Dividend Paid (DP) with Retained Earnings (RE) 
Null Hypothesis: HO 2(T): There is no significant impact of dividend paid (DP) on 
retained earnings (RE) of textile sector companies. 
Alternate Hypothesis: HA 2(T): There is a significant impact of dividend paid (DP) on 
retained earnings (RE) of textile sector companies. 
Multiple regression test results give a negative regression coefficient (beta) value of -
0.012, which indicates there is a negative impact of dividend paid on retained earnings 
for textile sector companies. For assessing the statistical significance of this impact the t 
and significant values are obtained which are -4.618 and 0.000, as the significant value is 
less than 0.01 (99%)) and less than 0.05 (95%) level of significance hence, the impact is 
statistically highly significant therefore, the null hypothesis HO 2(T) is rejected and the 
alternate hypothesis HA 2(T) is accepted. 
5.7.3 Reserves (RES) with Retained Earnings (RE) 
Null Hypothesis: HO 3(T): There is no significant impact of reserves (RES) on retained 
earnings (RE) of textile sector companies. 
Alternate Hypothesis: HA 3(1): There is a significant impact of reserves (RES) on 
retained earnings (RE) of textile sector companies. 
Multiple regression test results gives a positive regression coefficient (beta value) of 
0.891 which means there is a positive impact of reserves on retained earnings for textile 
sector companies. To check whether this impact is statistically significant or not the t and 
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significant values are obtained which are 2.892 and 0.004, as the significant value is 
greater than 0.01 (99%) but less than 0.05 (95%) level of significance as such it is 
significant at 95% level of significance hence, the impact is statistically significant 
therefore, the null hypothesis HO 3(T) is rejected and the alternate hypothesis HA 3(T) is 
accepted. 
5.7.4 C u^rrent Ratio (CR) with Retained Earnings (RE) 
Null Hypothesis: HO 4(T): There is no significant impact of current ratio (CR) on 
retained earnings (RE) of textile sector companies. 
Alternate Hypothesis: HA 4(T): There is a significant impact of current ratio (CR) on 
retained earnings (RE) of textile sector companies. 
It is inferred from the multiple regression test that there is a neutral impact of current 
ratio on retained earnings of textile sector companies as regression coefficient (beta 
value) is low with value of 0.002 that indicates there is a neutral impact of current ratio 
on retained earnings for textile sector companies. For assessing the statistical significance 
of this impact the t and significant values are obtained which are 0.260 and 0.795, as the 
significant value is greater than 0.01 (99%) and also greater than 0.05 (95%)) level of 
significance hence, the impact is statistically not significant therefore, the null hypothesis 
HO 4(T) has failed to be rejected. 
5.7.5 Debt Equity Ratio (DER) with Retained Earnings (RE) 
Null Hypothesis: HO 5(T): There is no significant impact of debt equity ratio (DER) on 
retained earnings (RE) of textile sector companies. 
Alternate Hypothesis: HA 5(T): There is a significant impact of debt equity ratio (DER) 
on retained earnings (RE) of textile sector companies. 
Validating the impact of debt equity ratio on retained earnings for textile sector 
companies, multiple regression results gives a negative regression coefficient (beta value) 
of -0.043 which shows a negative impact of debt equity ratio on retained earnings for 
textile sector companies. To assess whether this impact is statistically significant or not 
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the t and signillcant values are obtained which are -6.732 and 0.000, as the significant 
value is less than 0.01 (99%) and less than 0.05 (95%) level of significance hence, the 
impact is statistically highly significant therefore, the null hypothesis HO 5(T) is rejected 
and the alternate hypothesis HA 5(T) is accepted. 
5.7.6 Investment (INVS) with Retained Earnings (RE) 
Null H}pothesis: HO 6(T): There is no significant impact of investment (INVS) on 
retained earnings (RE) of textile sector companies. 
Alternate Hypothesis: HA 6(T): There is a significant impact of investment (INVS) on 
retained earnings (RE) of textile sector companies. 
It is inferred from multiple regression test results which gives a positive regression 
coefficient (beta value) of 0.015 that indicates there is a positive impact of investment on 
retained earnings for textile sector companies. For assessing the statistical significance of 
this impact the t and significant values are obtained which are 1.498 and 0.135, as the 
signillcant value is greater than 0.01 (99%) and greater than 0.05 (95%) level of 
significance hence, the impact is statistically not significant therefore, the null hypothesis 
HO 6(T) has failed to be rejected. 
5.7.7 Inventor)' (INV) with Retained Earnings (RE) 
Null Hypothesis: HO 7(T): There is no significant impact of inventory (INV) on retained 
earnings (RE) of textile sector companies. 
Alternate Hypothesis: HA 7(T): There is a significant impact of inventory (INV) on 
retained earnings (RE) of textile sector companies. 
Multiple regression test results gives a positive regression coefficient (beta value) of 
0.110 that indicates there is a positive impact of inventory on retained earnings for textile 
sector companies. For assessing the statistical significance of this impact the t and 
significant values are obtained which are 7.657 and 0.000, as the significant value is less 
than 0.01 (99%)) and less than 0.05 (95%) level of significance hence, the impact is 
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statistically highly significant therefore, the null hypothesis HO 7(T) is rejected and the 
alternate hypothesis HA 7(T) is accepted. 
The value of R Square (coefficient of determination) in Table 5.7.8 for textile sector is 
equal to 0.88 which indicates that 88% variance in the dependent variable i.e. retained 
earnings is explained by the independent variables. 
Table 5.7.8. Analysis of Textile Sector 
Variable 
(Constant) 
PAT 
DP 
RES 
CR 
DER 
INVS 
INVTN' 
Beta (p) 
0.923 
-0.012 
0.891 
0.002 
- 0.043 
0.015 
0.110 
t 
- 6.439 
162.114 
-4.618 
2.892 
0.260 
- 6.732 
1.498 
7.657 
Sig 
0.000 
0.000** 
0.000** 
0.004* 
0.795 
0.000** 
0.135 
0.000** 
R Square 
0.88 
** Represents Significant at 99% level of significance 
* Represents Significant at 95% level of significance 
The table of Summary of hypotheses testing and results is given in the tabular form for 
the interpretations made on the following next page. 
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Table 5.8. Summary of Hypotheses Testing and Results 
S.No 
1 
• 2 
4 
5 
6 
7 
1 
8 
9 
10 
11 
12 
13 
Hypothesis 
HOI: There is no significant impact of profit 
after tax (PAT) on retained earnings (RE). 
H02: There is no significant impact of 
dividend paid (DP) on retained earnings (RE). 
H03: There is no significant impact of 
reserv es (RES) on retained earnings (RE). 
H04: There is no significant impact of current 
ratio (CR) on retained earnings (RE). 
H05: There is no significant impact of debt 
equit) ratio (DER) on retained earnings (RE). 
H06: There is no significant impact of 
investment (INVS) on retained earnings (RE). 
H07: There is no significant impact of 
inventory (INV) on retained earnings (RE). 
H08: There is no significant impact of 
depreciation (DEP) on retained earnings (RE). 
H09: There is no significant impact of cash 
flows (CF) on retained earnings (RE). 
HOlO: There is no significant impact of 
corporate tax (CT) on retained earnings (RE). 
HOI (PH): There is no significant impact of 
profit aftertax (PAT) on retained earnings 
(RE) of pharmaceutical sector companies. 
Variable 
PAT 
DP 
RES 
CR 
DER 
INVS 
INV 
DEP 
CF 
CT 
PAT 
H02 (PH): There is no significant impact of 
dividend paid (DP) on retained earnings (RE) 
of pharmaceutical sector companies. : DP 
H03 (PH): There is no significant impact of 
reserves (RES) on retained earnings (RE) of 
Beta 
1.072 
-0.427 
0.003 
0.551 
0.000 
-0.033 
-0.012 
-0.007 
-0.096 
-0.027 
1.003 
-1.030 
RES 1 -0.004 
! 
SigAt 
0.000** 
0.000** 
0.378 
0.000** 
0.996 
0.003* 
0.082 
0.029* 
0.000** 
0.000** 
0.000** 
0.000** 
0.038* 
1 
Results 
Reject Null 
Hypothesis 
Reject Null 
Hypothesis 
Failed to be 
Rejected 
Reject Null 
Hypothesis 
Failed to be 
Rejected 
Reject Null 
Hypothesis 
Failed to be 
Rejected 
Reject Null 
Hypothesis 
Reject Null 
Hypothesis 
Reject Null 
Hypothesis 
Reject Null 
Hypothesis 
Reject Null 
Hypothesis 
Reject Null 
Hypothesis 
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14 
i 15 
i 
16 
17 
18 
19 
20 
21 
22 
23 
pharmaceutical sector companies. 
H04 (F'H): There is no significant impact of 
current ratios (CR) on retained earnings (RE) 
of pharmaceutical sector companies. 
H05 (PH): There is no significant impact of 
debt equity ratio (DER) on retained earnings 
(RE) of pharmaceutical sector companies. 
H06 (PH): There is no significant impact of 
investment (INVS) on retained earnings (RE) 
of pharmaceutical sector companies. 
H07 (PH): There is no significant impact of 
inventory (INV) on retained earnings (RE) of 
pharmaceutical sector companies. 
H08 (PH): There is no significant impact of 
inventory (DEP) on retained earnings (RE) of 
pharmaceutical sector companies. 
HOI (S): There is no significant impact of 
profit after tax (PAT) on retained earnings 
(RE) of steel sector companies. 
H02 (S): There is no significant impact of 
dividend paid (DP) on retained earnings (RE) 
of steel sector companies. 
H03 (S): There is no significant impact of 
reserA'es (RES) on retained earnings (RE) of 
steel sector companies. 
H04 (S): There is no significant impact of 
curreit ratio (CR) on retained earnings (RE) 
of steel sector companies. 
H05 (S): There is no significant impact of 
debt equity ratio (DER) on retained earnings 
CR 
DER 
INVS 
INV 
DEP 
PAT 
DP 
RES 
CR 
DER 
0.023 
0.040 
0.013 
0.106 
-0.849 
1.025 
-0.950 
0.000 
0.946 
0.000 
0.000** 
0.000** 
0.136 
0.000** 
0.000** 
0.000** 
0.000** 
0.916 
i 
0.000** 
0.792 
Reject Null 
Hypothesis 
Reject Null 
Hypothesis 
Failed to be 
Rejected 
Reject Null 
Hypothesis 
Reject Null 
Hypothesis 
Reject Null 
Hypothesis 
Reject Null 
Hypothesis 
Failed to be 
Rejected 
Reject Null 
Hypothesis 
Failed to be 
Rejected 
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24 
25 
26 
27 
28 
29 
30 
31 
32 
(RE) of steel sector companies. 
H06 (S): There is no significant impact of 
investment (INVS) on retained earnings (RE) 
of steel sector companies. 
H07 (S): There is no significant impact of 
inventory (INV) on retained earnings (RE) of 
steel sector companies. 
H()8 (S): There is no significant impact of 
depreciation (DEP) on retained earnings (RE) 
of steel companies. 
H09 (S): There is no significant impact of 
cash flows (CT) on retained earnings (RE) of 
steel sector companies. 
HO 10 (S): There is no significant impact of 
corporate tax (CT) on retained earnings (RE) 
of steel sector companies. 
HOI (C): There is no significant impact of 
profit after tax (PAT) on retained earnings 
(RE) of cement sector companies. 
H02 (C): There is no significant impact of 
dividend paid (DP) on retained earnings (RE) 
of cement sector companies. 
H03 (C): There is no significant impact of 
reserves (RES) on retained earnings (RE) of 
cement sector companies. 
H04 (C): There is no significant impact of 
1 
•• current ratio (CR) on retained earnings (RE) 
1 
of cement sector companies. 
H05(C): There is no significant impact of 
debt equity ratio (DER) on retained earnings 
I 
INVS 
INV 
DEP 
CF 
CT 
PAT 
DP 
RES 
CR 
DER 
r~ 
0.000 
0.002 
-0.001 
0.000 
- 0.745 
1.018 
-0.986 
0.000 
0.821 
0.041 
0.892 
0.027* 
0.024* 
0.942 
0.651 
0.000** 
0.000** 
0.901 
0.210 
0.000** 
1 
Failed to be 
Rejected 
Reject Null 
Hypothesis ' 
i 
1 
Reject Null 
Hypothesis 
Failed to be 
Rejected 
Failed to be 
Rejected 
Reject Null 
Hypothesis 
Reject Null 
Hypothesis 
Failed to be 
Rejected 
Failed to be 
Rejected 
Reject Null ] 
1 
Hypothesis 
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3 4 ' 
35 
36 
37 
38 
39 
40 
41 
42 
43 
(RE) of cement sector companies. 
H06(C): There is no significant impact of 
investment (lis VS) on retained earnings (RE) 
1 of cement sector companies. 
1 1 H07(C): There is no significant impact of 
investment (!MV) on retained earnings (RE) 
of cement sector companies. 
H08(C): There is no significant impact of 
depreciation (IDEP) on retained earnings (RE) 
of cement sector companies. 
1 HOI (P): There is no significant impact of 
1 
, profit after tax (PAT) on retained earnings 
(RE) of petroleum sector companies. 
1402 (P): There is no significant impact of 
dividend paid (DP) on retained earnings (RE) 
of petroleum sector companies. 
H03 (P): Theie is no significant impact of 
reserves (RES) on retained earnings (RE) of 
petroleum sector companies. 
H04 (P): There is no significant impact of 
current ratio (CR) on retained earnings (RE) 
of petroleum companies. 
H05 (P): There is no significant impact of 
debt equity ratio (DER) on retained earnings 
(RE) of petroleum sector companies. 
H06 (P): There is no significant impact of 
investment (INVS) on retained earnings (RE) 
of petroleum sector companies. 
H07 (P): There is no significant impact of 
inventory (INV) on retained earnings (RE) of 
INVS 
1 INV 
DEP 
PAT 
DP 
RES 
CR 
DER 
INVS 
! 
INV ! 
i 
-0.029 
, 0.028 
1 
-0.926 
1.066 
-0.372 
0.784 
0.799 
0.004 
-0.114 
-0.009 
0.000** 
0.000** 
0.000** 
0.000** 
0.000** 
0.485 
0.000** 
0.920 
0.435 
0.629 
] 
Reject Null 
Hypothesis 
Reject Null 
Hypothesis 
1 
Reject Null 
Hypothesis 
1 
Reject Null 
Hypothesis 
Reject Null 
Hypothesis 
Failed to be 
Rejected 
Reject Null 
Hypothesis 
Failed to be 
Rejected 
Failed to be 
Rejected 
Failed to be 
Rejected 1 
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44 
45 
46 
47 
48 
49 
50 
' 
1 
1 
51 
52 
petroleum sector companies. 
: H08 (P): There is no significant impact of 
depreciation (DEP) on retained earnings (RE) 
of petroleum sector companies. 
1 H09 (P): There is no significant impact of 
cash flows (CF) on retained earnings (RE) of 
petroleum sector companies. 
HO 10 (P): There is no significant impact of 
corporate tax (CT) on retained earnings (RE) 
of petroleum sector companies. 
HOI (T): There is no significant impact of 
profit after tax (PAT) on retained earnings 
(RE) of textile sector companies. 
H02 (T): There is no significant impact of 
dividend paid (DP) on retained earnings (RE) 
of textile sector companies. 
H03 (T): There is no significant impact of 
reserves (RES) on retained earnings (RE) of 
textile sector companies. 
H04 (T): There is no significant impact of 
current ratio I'CR) on retained earnings (RE) 
of textile sector companies. 
H05 (T): There is no significant impact of 
debt equity ratio (DER) on retained earnings 
(RE) of textile sector companies. 
H06 (T): There is no significant impact of 
investment (INVS) on retained earnings (RE) 
of textile sector companies. 
1 
DEP 
CF 
CT 
PAT 
DP 
RES 
CR 
DER 
INVS 
-0.015 
i 
i -0.205 
1 
1 -0.088 
0.923 
0.005 
0.891 
0.002 
-0.043 
0.015 
i 
1 
I 
0.027* 
0.000** 
0.603 
0.000** 
0.000** 
0.004* 
0.795 
0.000** 
0.135 
Reject Null 
Hypothesis 
Reject Null 
Hypothesis 
Failed to be 
Rejected 
Reject Null 
Hypothesis 
Reject Null 
Hypothesis 
1 
Reject Null 
Hypothesis 
Failed to be 
Rejected 
Reject Null 
Hypothesis 
Failed to be 
Rejected 
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53 j H07 (T): There is no significant impact of 
inventory (INV) on retained earnings (RE) of 
textile sector companies. 0.000 ** 
Reject Null 
Hypothesis 
** Represents significant at 99% level of significance. 
* Represents significant at 95% level of significance. 
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CHAPTER SIX 
6.1 Conclusions and Suggestions of the Study 
In the present chapter conclusions and key findings of the study have been presented and 
effort is made to matce meaningful suggestions for future research. The present study was 
undertaken with the main objective of determining or identifying the significant financial 
variables which are determinants of retained earnings and which have impact on the 
retained earnings of selected sector companies under study. The objective is to study the 
differences among the determinants of retained earnings is explained with the main 
objective and the other objectives have been explained on the basis of review of 
literature. 
On the basis of analysis of secondary data with the help of multiple regression tests for 
framed hypotheses, the following conclusions of the study are presented for variables 
understudy by comparing results of regression test for overall sectors, pharmaceutical 
sector, steel sector, cement sector, petroleum sector and textile sector companies. 
6.2: Conclusion for Profit after Tax (PAT): The variable PAT showed positive impact 
on the retained earnings in case of overall sectors and for each sector separately. A 
positive impact of PAT indicates more profit after tax at the disposal of companies to 
retain from. The impact of PAT for overall sectors and for each sector separately is 
statistically significant. 
As such, variable PAT can be concluded as an important determinant of retained earnings 
that has a positive impact on the retained earnings of selected sectors under study. The 
impact of PAT for overall sectors and for each sector separately is statistically significant. 
6.3: Conclusion for Dividend Paid (DP): The variable DP showed negative impact on 
the retained earnings in case of overall sectors and for each sector separately. Statistically 
the variable impact is found to be significant for overall sectors and for each sector 
separately. 
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As such, variable DP can be concluded as an important determinant of retamed earnings 
that has a negative impact on the retained earnings of selected sectors under study. 
Statistically the variable impact is found to be significant for overall sectors and for each 
sector separately. 
6.4: Conclusioni for Reserves (RES): The variable RES for overall sectors showed a 
neutral impact on retained earnings which indicates that on overall sectors basis the 
variable did not much affect the retained earnings. The variable RES statistically is not 
found to be significant in case of overall sectors. 
For pharmaceutical sector the impact of RES was negative which implies that the 
retained earnings for pharmaceutical sector companies are not influenced by the reserves 
position of companies as companies with already high reserves do not want to retain 
more earnings. Statistically the impact of RES is found to be significant for 
pharmaceutical sector. 
In case of petroleum sector the variable RES showed a positive impact on retained 
earnings which indicates that this sector companies do more retention of earnings to 
suffice its reserves position, the variable impact statistically is not significant for this 
sector. 
The variable RES showed a neutral impact on retained earnings for steel sector and 
cement sector that implies that the retention of earnings is not much affected by the 
reserves position of steel sector and cement sector companies and statistically the impact 
of RES is not significant for these sectors. The impact of RES is also positive for textile 
sector companies which indicate that textile sector companies do more retention of 
earnings to suffice its reserves position, the variable impact statistically is found to be 
significant for this sector. 
Therefore, variable RES can be concluded as an important determinant of retained 
earnings that has a neutral impact for overall sectors and statistically not significant and 
variable RES has a positive impact on the retained earnings of petroleum sector and 
textile sector but on statistical examination the impact is statistically significant for textile 
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sector only. For pharmaceutical sector the impact is negative and statistically significant. 
In case of steel sector and cement sector the impact is neutral and statistically not 
significant. 
6.5: Comclusion for Current Ratio (CR): The study found a positive impact of CR on 
retained earnings of overall sectors, pharmaceutical sector, steel sector, cement sector and 
for petroleum sector separately. The positive impact of CR on retained earnings of the 
concerned sectors implies that in order to have a better current ratio that enables 
companies to have more liquidity in the form of cash companies should do retention of 
earnings from profits. In case of textile sector the impact of CR is substantially low as 
such the impact of CR on retained earnings is treated as neutral that is CR does not much 
affect the retained earnings of textile sector companies. 
Therefore, the variable CR can be concluded as an important determinant of retained 
earnings that has a positive and statistically significant impact on the retained earnings of 
overall sectors, pharmaceutical sector, steel sector, and for petroleum sector but in case of 
cement sector though the impact is positive but on statistical ground the impact is not 
statistically significant and for textile sector the impact is neutral but statistically not 
significant. 
6.6: Conclusion for Debt Equity Ratio (DER): The variable DER is found to have 
neutral impact on retained earnings for overall sectors, steel sector and petroleum sector 
which indicates that the ratio not much affects the retained earnings of overall sectors 
steel sector and petroleum sector, statistically the impact is not significant. The DER has 
a positive impact on retained earnings of pharmaceutical and cement sector and 
statistically the impact is significant. The positive impact of DER on retained earnings 
denotes that when companies have balanced DER i.e. equal proportion of debt to equal 
proportion of equity in their capital structure, a lower amount of interest is payable on the 
external debt raised by companies which in turn results in more profit after tax from 
which companies can have sufficient retention of earnings. 
The study showed a negative impact of DER on retained earnings for textile sector and 
statistically the impact is not significant. A negative DER indicates that when companies 
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have a higher proportion of debt in its capital structure in comparison to its equity 
proportion, as a result of higher debt proportion they have to pay a higher amount of 
interest on the borrowed capital in the form of debt from which reduce their profit margin 
resulting in less profit after tax from which retention of earnings is done as such it leads 
to lesser retained earnings. 
Therefore, variable DER can be concluded as an important determinant of retained 
earnings that has a neutral impact on retained earnings of overall sectors, steel sector and 
petroleum sector and for these sectors statistically the impact is not significant. The DER 
has a positive impact on retained earnings of pharmaceutical and cement sector and 
statistically the impact is significant. The study shows a negative impact of DER on 
retained earnings for textile sector and statistically the impact is not significant. 
6.7: Conclusion for Investment (INVS): The variable INVS for overall sectors, 
petroleum sector showed a negative impact on retained earnings and statistically the 
variable is not found to be significant except for overall sectors, in case of cement sector 
the variable also showed a negative impact on retained earnings but statistically the 
variable is significant. 
The negative impact of investment on retained earnings on overall sectors basis and for 
petroleum sector, cement sector indicates that when companies of these sectors do not 
have profitable investment opportunities which don't earn them more than the required 
rate of return than amount invested they tend to retain less of earnings and distribute the 
earnings to their shareholders in the form of dividends that is why the variable leaves a 
negative impact on their retained earnings. 
The variable INVS showed a positive impact only for pharmaceutical and textile sector 
which implies that when profitable investment opportunities which earns them more than 
the required rate of return than the amount invested these sectors tend to do more 
retention of earnings with a view to earn more from their prospective profitable 
investm(;nt opportunities but on statistical ground the impact is not significant for these 
sectors. The variable INVS showed a neutral impact on retained earnings for steel sector 
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which implies that retained earnings is not much affected by the investment in their case 
and statistically the impact is not significant. 
As such, variable ITN'VS can be concluded as an important determinant of retained 
earnings that has a positive impact on the retained earnings of pharmaceutical and textile 
sector but statistically the impact is not significant. For overall sectors, cement sector, 
petroleum sector, the impact is negative but on statistical examination it has been 
statistically significant for overall sectors and significant for cement sector only. Variable 
INVS showed a neutral impact on retained earnings for steel sector and statistically the 
impact is not significant. 
6.8: Conclusion for Inventory (INV): The study showed that for overall sectors and 
petroleum sector there is a negative impact of variable INVN on retained earnings which 
implies that when there is inefficient use of inventories which result in delay of 
production, these sectors do not retain earnings to use them for funding inventories. 
Statistically the impact of INVN for overall sectors and for petroleum sector is not 
significant. 
The impact of variable INVN on retained earnings of pharmaceutical sector, cement 
sector and textile sector is positive and statistically the impact is significant, the positive 
impact of inventory on retained earnings for these sector indicates that when inventories 
are efficiently used which in turn results in increased production and sales, the companies 
in these sectors do more retention of earnings and divert them for funding of inventories. 
In case of steel sector the impact of variable INVN on retained earnings is neutral which 
implies that the retained earnings of this sector is not much affected by the inventory 
position, the decision regarding retention of earnings is independent of the inventory 
position, and statistically the variable impact is significant. 
As such, variable INVN can be concluded as an important determinant of retained 
earnings that has positive impact on the retained earnings of pharmaceutical sector, 
cement sector and textile sector and statistically the impact is significant. For overall 
sectors basis and petroleum sector there is a negative impact of variable INVN on 
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retained earnings and statistically the impact is not significant in their case. For steel 
sector the impact is neutral but statistically significant. 
6.9: Conclusion for Depreciation (DEP): The study showed that the impact of variable 
DEP on retained earnings for overall sectors and for pharmaceutical sector, steel sector, 
cement sector and petroleum sector separately is negative. A negative impact of 
depreciation on retained earnings is an indication of higher amount of depreciation 
charged thereby reducing the profit margin which results in lower after tax profit that 
leads to possibility of lower retention of earnings by companies of these sectors. 
Statistically the impact of variable DEP is significant for overall sectors, steel sector, 
petroleum sector, cement sector and pharmaceutical sector. 
From the above explanation, it is concluded that variable DEP is significant determinant 
of retained earnings which has a negative impact on retained earnings of sectors under 
study. Statistically the impact of variable DEP is significant for overall sectors, steel 
sector, petroleum sector, cement sector and pharmaceutical sector. 
6.10: Conclusion for Cash Flows (CF): The study found that the impact of variable CF 
on retained earnings is negative for overall sectors and for petroleum sector that is a 
indication that when there is outflow of cash by companies, it reduce the cash position as 
such the companies in these sectors are not able to do retention of earnings on account of 
reduce cash because of out flow of cash from after tax profits, statistically the impact is 
significant. The impact of variable CF is neutral on retained earnings of steel sector and 
the impact is not statistically significant, a neutral impact of cash flows indicates that the 
retained earnings in this sector is not affected by the cash flows position. 
From the above explanation, it is concluded that variable CF is significant determinant of 
retained earnings which has a negative impact on retained earnings of overall sectors and 
petroleum sector and statistically the impact is significant. For steel sector there is a 
neutral impact of variable CF on retained earnings and the impact is not statistically 
significant. 
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6.11: Conclusion for Corporate Tax (CT): The study showed that the impact of 
variable CT on retained earnings is found to be negative for overall sectors, steel sector 
and petroleum sector which implies that when companies of these sectors pay tax on their 
total income their profit after tax reduce which leads to possibility of lower retention of 
earnings as such a negative impact is seen on their retained earnings. Statistically the 
impact is significant on overall sector basis and not significant for steel sector and 
petroleum sector. 
As such, variable CT can be concluded as an important determinant of retained earnings 
that has negative impact on the retained earnings of overall sectors, steel sector and 
petroleum sector and statistically the impact is significant for overall sector and not 
significant for steel sector and petroleum sector. 
6.12: On the basis of the literature review the other objectives of the present study have 
been answered. The objectives were to: 
(a) Study the importance of retained earnings as a source of finance for companies. 
(b) Study the impact retained earnings on dividend policy of companies. 
6.12.1: Conclusion for Studying the Importance of Retained Earnings as a Source of 
Finance for Companies 
For the objective of studying the importance of retained earnings as a source of finance 
for companies, the review of literature gives an account of earlier studies that highlights 
the importance of retained earnings as a source of finance for companies. 
The present study concludes that importance of retained earnings as a source of finance 
for companies is immense and of significant importance. The importance of retained 
earnings is established by the fact that retained earnings is an internally generated source 
of finance by companies from their after tax profits. The management of companies has 
complete and independent control regarding the decision to retain earnings after paying 
reasonable dividends to their shareholders. 
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The study found that retained earnings provides companies the benefit of being a cheap 
and easily available source of finance as it does not involve any external cost and 
formalities involved like other external sources of finance. The value maximising 
investments of companies are preferred to be firstly financed by retained earnings. 
Companies use retained earnings as a means of risk mitigation, to with stand depressions, 
to equalize dividend payments. The availability of internal funds or retained earnings 
guarantee the realization of profitable investment projects and at the same time avoids 
higher cost of capital. 
The research and development and expansions programs of companies are financed by 
the retained earnings. Companies use retained earnings to finance their investments when 
supply of funds is limited on account of poor profits in a particular financial year. 
Companies divert their earnings retained to profitable investment opportunities which 
earn them higher rate of return which in turn maximises the market value of companies. 
The iin|)ortance of retained earnings as source of finance for companies is also adjudged 
by the fact that retention of earnings by companies provides them with long term capital 
gains. F'etained earnings contribute a significant share in capital base of companies. In 
developed countries like USA, UK, Germany, Finland, Italy, two third of average 
investment financing is mobilised through internal finance or retained earnings. 
In India the corporate sector mobilises a large share of finance by way of internal sources 
like retained earnings. The share of retained earnings or internal sources has increased 
remarkably by the latter half of 1990 which in turn influenced and impacted the share 
prices of companies in positive direction. 
The above mentioned importance of retained earnings as a source of finance for 
companies has been supported by a number of earlier existing studies on retained 
earnings focusing on the importance / benefits / advantages retained earnings provides to 
companies. Most of the earlier studies found retained earnings to be of significant 
importance for companies. The conclusion for this objective are supported by the 
studies of Beena (2011), Bhayani ( 2009), Salvary (2007), Sagar S (2005), RBI ( 2005), 
Bartram (2000). 
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6.12.2: Conclusion for Studying the Impact of Retained Earnings on Dividend Policy 
of Companies 
The objective which aimed to study the impact of retained earnings on dividend policy of 
companies has also been answered on the basis of review of existing studies on dividend 
and retained earnings. 
The present study concludes that retained earnings has not been able to impact the 
dividend policy of companies significantly and its impact is secondary one or minimal on 
dividend policy of companies as number of earlier studies showed that there have been 
other significant financial variables which have impacted the dividend policy of 
companies significantly rather than retained earnings. 
The study concludes and found that the financial variables like profit after tax, share 
prices, prolltability and liquidity are more significant variables which highly influenced 
and impacted the dividend policy of companies than retained earnings. Lagged dividends, 
current earnings and cash flow were important factors that impacted the dividend policy 
formation of companies while designing their dividend policy instead of retained 
earnings. 
The study also found that investor's preferences, shareholders profile were considered by 
companies while designing their dividend policy than retained earnings. The age and size 
of companies also showed a greater impact on dividend policy of companies instead of 
retained earnings. 
The above mentioned findings of the present study which shows the impact of retained 
earnings on dividend policy of companies makes it clear that the impact of retained 
earnings on dividend policy of companies is not significant one, infact there are other 
important variables that have much more significant impact on dividend policy of 
companies. 
The studies of existing literature review which supports the above conclusion for this 
objective are of Nnadi and Akpomi (2009), Bhayani (2009), Parua and Gupta (2009), 
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Anil and Kapoor (2008). Bodia and Kumar (2008), Pal and Goyal (2007), Anand (2004), 
Sen. Jain and EJala (2002). 
6.13: Suggestions 
This research is to study the significant financial variables which are important 
determinants of retained earnings and have impact on the retained earnings of the 
selected sectors understudy. Based on the conclusions, the suggestions have been given 
mainly for companies of different sectors. The following suggestions are mentioned 
below. Some suggestions are common to different sectors and some suggestions differ 
sector vi'ise depending on the conclusions drawn. 
6.13.1: Suggestions Related with All the Sectors Combined 
1. For all the sectors namely pharmaceutical, steel, cement, petroleum and textile sector 
it is suggested that in order to maximise retained earnings the focus should be on 
maximizing the after tax profits because as a result of increased after tax profits there 
can be greater retention of earnings. 
2. Again for all the sectors namely pharmaceutical, steel, cement, petroleum and textile 
sector it is advised that dividend payments should be done in reasonable manner, not 
all of the profit after tax should be distributed by way of dividends to shareholders 
there should be proper retention of earnings as retention of earnings strengthen the 
financial position and in years when profits are low, retained earnings can be used 
towards payment of dividend to shareholders and in discharging other financial 
obligations. 
6.13.2: Suggestions for Pharmaceutical Sector 
I. It is suggested that there should not be excessive retention of earnings by 
pharmaceutical sector companies because already there is sufficient reserves position 
therefore unnecessary retention of earnings should be avoided instead it can be 
distributed by way of dividend or can be used in discharging other financial 
obliiMions. 
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2. For pharmaceutical sector companies in order to maintain a better current ratio which 
is an indicator of liquidity which denotes the cash position or the abiUty to convert 
assets into cash within a short period of time it is advised that there should be 
efficient retention of earnings as it will enable availability of cash that will strengthen 
the current ratio figure. 
3. It is advised that to have a balance debt equity ratio there should be a balance 
proportion of debt to equity, not all of the capital should be raised from debt as it is 
costly in comparison to own equity therefore equity base needs to be sound. This can 
be possible when there is efficient retention of earnings as it will reduce dependency 
on external debt as such retention of earnings is favorable as compared to outside 
financing. 
4. For pharmaceutical sector companies it is suggested that earnings should be retained 
as it will enable in maintaining an adequate level of inventory which will resuh in 
efficient production thereby increasing sales. 
5. It is suggested that retained earnings should be invested in profitable investment 
projects which are viable and earn return greater than the required rate of return as it 
will result in more profits. 
6. While charging depreciation on assets it is advised there should not be excessive 
charge of depreciation as it reduces the profit margin thereby resulting in lesser 
possibility of retaining earnings from profits. 
6.13.3: Suggestions for Steel Sector 
I. For steel sector companies it is suggested that retention of earnings should be done as 
it v\ill help in maintaining sufficient reserves which can be used in future when 
financial position is weak therefore if sufficient reserves are maintained it will 
provide financial stability and financial soundness. 
1 For steel sector companies also it is advisable that there should be efficient retention 
of earnings as it will enable availability of cash that will strengthen the current ratio 
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figure as retention of earnings will ensure availability of cash which will improve its 
current assets position. 
3. It is advised that steel sector companies should focus on earnings retention as it will 
help in strengthening its equity base thereby reducing dependence on debt capital 
resources as such retention of earnings is favorable and it is suggested to retain 
earnings. 
4. For steel sector companies it is suggested that earnings should be retained as it will 
enable in maintaining an adequate level of inventory and can be used in purchasing of 
inventories which are necessary as it will result in efficient production thereby 
increasing sales. 
5. It is suggested that retained earnings can be used for financing if there are profitable 
investment projects which are viable and earn return greater than the required rate of 
return it will as result in more profits, otherwise if profitable investment opportunities 
do not exist they can be either distributed by way of dividend or can be used in 
discharging of other financial obligations. 
6. For steel sector companies it is advised that they should check the charging of 
depreciation on assets as it reduces the profit margin thereby resulting in lesser 
possibility of retaining earnings from profits. 
7. For steel sector companies it is suggested that there should be check on the cash flows 
and efforts should be made to reduce out flow of cash on account of payments from 
profit only as it will reduce profit figure thereby resulting in lesser earnings retention. 
8. For steel sector companies it is suggested that the corporate ta.\ payment on the total 
income should be minimized because if more corporate tax is charged on the total 
income it results in less profit after tax as a result there will be lesser possibility of 
retaining earnings from after tax profit. 
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6.13.4: Suggestions for Cement Sector 
1. In order to improve tlieir reserves position it is suggested that cement sector 
companies should focus on retaining earnings from profit as it will to improve their 
reserves ilgures that can be used in discharging other financial obligations and will 
provide financial stability and soundness. 
2. For cement sector companies it is suggested that there should be efficient retention of 
earnings as it will enable availability of cash that will strengthen the current ratio 
figure as retention of earnings will ensure availability of cash which will improve its 
current assets position. 
3. It is suggested that to have a balance debt equity ratio there should be a balance 
proportion of debt to equity, in order to have a better equity position retained earnings 
can serve as better source, this can be possible when there is efficient retention of 
earnings as it will reduce dependency on external debt as such retention of earnings is 
favorable therefore cement sector companies are suggested to retain earnings. 
4. It is advised that retained earnings should not be diverted towards unprofitable 
investment projects which earn return less than the cost involved as such retained 
earnings should be wisely used while deciding on investment projects. 
5. For cement sector companies it is advised that earnings retention should be 
undertaken as it will help in maintaining an adequate and sufficient level of inventory 
which will enhance production thereby resulting in increased sales. 
6. For cement sector companies it is suggested that they should check that while 
charging depreciation on assets it is advised there should not be excessive charge of 
depreciation as it reduces the profit margin thereby resulting in lesser possibility of 
retaining earnings from profits. 
6.13.5: Suggestions for Petroleum Sector 
I. For petroleum sector companies it is suggested that retention of earnings should be 
done as it will help in maintaining sufficient reserves which can be used in future 
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when financial position is weak therefore if sufficient reserves are maintained it will 
provide financial stability and financial soundness. 
2. For petroleum sector companies also it is suggested that there should be efficient 
retention of earnings as it will provide availability of cash that will strengthen the 
current ratio figure as retention of earnings will ensure availability of cash which will 
improve its current assets position. 
J . It is suggested that steel sector companies should focus on earnings retention as it will 
help in strengthening its equity base thereby reducing dependence on debt capital 
resources as such retention of earnings is favorable and it is suggested to retain 
earnings. 
4. It is suggested for petroleum sector companies that retained earnings should not be 
blocked in unnecessary inventory purchasing or inventories which are of no use in 
production as such retention of earnings should be done wisely and used for financing 
only of those inventories which are necessary and which enhance the production 
thereby resulting in more sales. 
5. It is suggested that retained earnings should not be used in financing of those 
investment projects which are unprofitable and earns return less than the cost 
involved as such retained earnings should be wisely used while deciding on 
investment projects. 
6. For petroleum sector companies it is advised that they should check that while 
charging depreciation on assets it is advised there should not be excessive charging of 
depreciation as it reduces the profit margin thereby resulting in lesser possibility of 
retaining earnings from profits. 
7. For petroleum sector companies it is suggested that there should not be excessive 
outflow of cash on account of payments from profit only as it will result in reduction 
of profit margin thereby resulting in lesser retention of earnings. 
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8. It is advised for petroleum sector companies to minimize the corporate tax payment 
on their total income because if more corporate tax is charged on the total income it 
result in less profit after tax as a result there will be lesser possibility of retaining 
earnings from after tax profit. 
6.13.6: Suggestions for Textile Sector 
!. For textile sector companies it is suggested that retention of earnings should be done 
as it will help in maintaining sufficient reserves which can be used in future when 
financial position is weak therefore if sufficient reserves are maintained it will 
provide financial stability and financial soundness. 
2. It is advised that in order to improve its current ralio figure textile sector companies 
should f^ Dcus on retention of earnings as by retaining earnings they will have cash 
sufficiency that improve their current assets figure thereby improving their current 
ratio. 
3. It is suggested that textile sector companies should focus on earnings retention as it 
will help in strengthening its equity base thereby reducing dependence on debt capital 
resources as such retention of earnings is favorable and it is suggested to retain 
earnings. 
4. For textile sector companies it is suggested that earnings retention should be 
undertaken as it will help in maintaining an adequate and sufficient level of inventory 
which will enhance production thereby resuhing in increased sales. 
5. It is advised that textile sector companies should focus on retention of earnings and 
use them in financing those investment projects wliich are profitable and earns them 
return greater than the cost involved. 
Besides all the above suggestions provided for different sectors under study on the 
basis of conclusions derived, one more suggestion is that companies of different sectors 
should not depend solely on retained earning as a source of finance, they should also try 
146 
to raise finance from external sources as it will reduce their dependency on internal 
source of finance like retained earnings. 
6.14: Directions for Future Research 
The present researcn study tries to find out the important and significant determinants of 
retained earnings for selected sectors in India and to fmd out which are the most 
important financial variables that impact the retained earnings decision. However, no 
research study is complete in itself as such there is always a scope for further 
improvement. With this view more researches may be undertaken to study the area of 
retained earnings in the field of finance. Some of the directions for future research are 
mentioned below. 
1. This study is done for a limited number of companies in each sector for which data 
were available, the number of companies can be increased in future studies. 
2. The number of sectors in the present study concentrated on five sectors. There are 
numbeis of other important sectors for which the study can be extended further in 
future studies like construction, manufacturing etc. 
3. The selected variables of whose impact is studied on retained earnings in the present 
research work is not final, there are other variables whose impact on retained earnings 
can also be studied in future researches like share price, interest etc. 
4. The impact of retained earnings can be further studied in future research separately 
for each year. 
5. Further studies focusing the relation of retained earnings and dividend policies can be 
empirically studied in future period of time. 
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ANNEXURE 
Name of Companies in Selected Sectors under Study 
Pharmaceutical sector 
S.No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
Company Name 
Aarti Drugs Ltd. 
Abbott India Ltd. 
Alembic Ltd. 
Anuh Pharma Ltd. 
Arvind Remedies Ltd. 
Astrazeneca Pharma India Ltd. 
Aurobindo Pharma Ltd. 
Aventis Pharma Ltd. 
Bal Pharma Ltd. 
Cipla Ltd. 
Coral Laboratories Ltd. 
Dr. Reddy'S Laboratories Ltd. 
East India Pharmaceutical Works Ltd. 
F D C Ltd. 
Glaxosmithkline Pharmaceuticals Ltd. 
Ipca Laboratories Ltd. 
J B Chemicals & Pharmaceuticals Ltd. 
Jenburkt Pharmaceuticals Ltd. 
Lupin Ltd. 
Merck Ltd. 
Piramal Healthcare Ltd. 
161 
22 
23 
24 
Sun Pharmaceutical Inds. Ltd. 
Torrent Pharmaceuticals Ltd. 
Unichem Laboratories Ltd. 
Steel Sector 
r s.No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
Company Name 
Electrosteel Castings Ltd. 
Inox India Ltd. 
Jai Corp Ltd. 
Jindal Saw Ltd. 
L G Balakrishnan & Bros. Ltd. 
Lakshmi Precision Screws Ltd. 
M M Forgings Ltd. 
Maharashtra Seamless Ltd. 
Man Industries (India) Ltd. 
Monnet Ispat & Energy Ltd. 
P S L Ltd. 
Rajratan Global Wire Ltd. 
Ratnamani Metals & Tubes Ltd. 
Sathavahana Ispat Ltd. 
Shivalik Bimetal Controls Ltd. 
Sterling Tools Ltd. 
Surana Industries Ltd. 
Taparia Tools Ltd. 
162 
1 19 
20 
21 
22 
23 
24 
25 
26 
27 
S.No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
Tata Sponge Iron Ltd. 
Tata Steel Ltd. 
Tube Investments Of India Ltd. 
Tulsyan NEC Ltd. 
Mahindra Forgings Ltd. 
JSW Steel Ltd. 
Advance Steel Tubes Ltd. 
Bhushan Steel Ltd. 
Sterlite Industries (India) Ltd. 
Cement Sector 
Company Name 
A C C Ltd. 
Ambauja Cement Eastern Ltd 
Ambuja Cements Ltd. 
Andhra Cements Ltd. 
Birla Corporation Ltd. 
Cement Corpn. Of India Ltd. 
Chettinad Cement Corpn. Ltd. 
Kalyanpur Cements Ltd 
Deccan Cements Ltd. 
Gujarat Sidhee Cement Ltd. 
Heidelberg Cement India Ltd. 
India Cements Ltd. 
.1 K Lakshmi Cement Ltd. 
K C P Ltd. 
163 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
S.No. 
1 
2 
3 
4 
5 
1 
6 
7 
1 
8 
: 9 
10 
11 
12 
Kakatiya Cement Sugar & Inds. Ltd. 
Madras Cements Ltd. 
0 C L India Ltd. 
Prism Cement Ltd. 
Sagar Cements Ltd. 
Sanghi Industries Ltd. 
Shree Cement Ltd. 
Shri Keshav Cements & Infra Ltd. 
Shri Vislinu Cement Ltd 
Varun Cements Ltd. 
Petroleum Sector 
Company Name 
Bharat Petroleum Corpn. Ltd. 
Bongaigon Refinery & 
Petrochemicals Ltd 
Caltex Lubricants India Ltd. 
Castrol India Ltd. 
Chennai Petroleum Corpn. Ltd. 
Essar Oil Ltd. 
Goa Carbon Ltd. 
GulfOil Corpn. Ltd. 
Hemi Petro Products Ltd. 
Hindustan Petroleum Corpn. Ltd. 
Iccon Oil & Specialities Ltd. 
Indian Oil Blending Ltd. 
164 
! ^^ 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
1 S.No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
Indian Oil Corpn. Ltd. 
Kochi Refineries Ltd 
Lubrizol India Pvt. Ltd. 
Motorol (India) Ltd. 
Motorol Speciality Oils Ltd. 
Panama Petrochem Ltd. 
Reliance Industries Ltd. 
Savita Oil Technologies Ltd. 
Sunstar Lubricants Ltd. 
Tide Water Oil Co. (India) Ltd. 
Total Lubricants India Ltd. 
Valvoline Cummins Ltd. 
Textile Sector 
Company Name 
Alok Industries Ltd. 
Adhunik Synthetics Ltd. 
A P M Industries Ltd. 
B S L Ltd. 
Banswara Syntex Ltd. 
Bombay Dyeing & Mfg. Co. Ltd. 
Century Enka Ltd. 
Deepak Spinners Ltd. 
Donear Industries Ltd. 
Futura Industries Ltd. 
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11 
1 12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
Grasim Industries Ltd. 
J B F Industries Ltd. 
Jaipur Syntex Ltd. 
Konark Synthetic Ltd. 
Modem Syntex (India) Ltd. 
Raymond Apparel Ltd 
Santogen Textile Mills Ltd. 
Sarla Performance Fibres Ltd. 
Seasons Textiles Ltd. 
Shri Lakshmi Cotsyn Ltd. 
Siyaram Silk Mills Ltd. 
Valson Industries Ltd. 
Zenith Fibres Ltd. 
Zodiac Clothing Co. Ltd. 
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